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A Banker’s Diary 





Last month’s reduction of Bank rate, the important wider implications of 
which are discussed in detail in our opening article, was greeted a good deal 
more calmly in stock markets than the autumn reduction, 
Bank Rate despite the limited technical purpose of that earlier 
Quietens “adjustment”. Since the hoisting of Bank rate in 1951-52 
Gilt-edged had been a storm signal, there was clearly a risk that this first 
entirely normal reduction would touch off a new burst of 
bullishness. But in fact even the immediate response was very restrained, 
especially in gilt-edged. The first gains, ranging to nearly a full point in the 
longs, were not even fully held to the close of business on the Thursday, and 
thereupon became the cue for a strong wave of profit-taking. The main 
explanation was, of course, that the possibility of a Bank rate cut had been 
widely discussed for weeks beforehand, during which a considerable bull 
position had been built up in gilt-edged, with the result that the psychological 
effects—in the gilt-edged market at least—had been fully discounted. 

After the change the speculators rightly took the view that there was little 
left to ““ go for *’ ; the next move in Bank rate could just as readily be envisaged 
as an increase (to 4 per cent.) as a reduction to 24 per cent., and in the meantime 
there was the probability that new issues, including some big ones, would come 
more quickly forward. The upshot was that within ten days leading irredeem- 
able stocks, as the table on page 316 shows, actually stood lower than on the 
eve of the change, though some of the medium and long dated stocks still 
retained modest gains. The equity markets, however, largely escaped this 
chastening of mood. The ordinary share index of the Financial Times, after 
nsing 2} points in the first two days, reacted a little in sympathy with gilt- 
edged, but then went ahead to a new peak, so that the net ten-day advance 
by 33 points to 150.9—Wwell surpassed the corresponding movement of last 
September. 


THE effect upon money rates was more straightforward than on the previous 
occasion, since there was not this time the complication that, whereas Bank 
rate had come down, there had been no change in the “ special”’ 

Impact On rate for loans to the market against Treasury bills. Thanks 
Money to that earlier ‘‘ unification ’’’, the latest reduction affected 
Rates both the official minimum rate of discount and the rate for 
seven-day loans (against all types of approved collateral). 

The clearing banks, which in September had reduced their deposit allowances 
and basic call loan rate by only } per cent., this time therefore reduced these 
rates by the full } per cent., from 1? to 1} per cent. Moreover, as will be seen 
tom the detailed comparisons given on page 318, this same reduction extended 
to all the principal rates for short money, reducing the rate for bond money 
t0 13 per cent. and that for loans against commercial bills to 1} per cent. 
Uharges for stock market money, which are linked to Bank rate, came down 
‘orrespondingly, so that the basic charge for day-to-day loans against gilt- 
edged became 2} per cent. and that for fortnightly loans against gilt-edged or 
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other high-grade collateral became 33 per cent. The basic charge by “ outside” 
lenders on the call loan market is now 14 per cent. ; most of these funds are 
lent against bonds. 

At the first tender after the Bank rate change, the discount houses secured 
their allotment on a discount basis of I 23/32 per cent. (compared with 2 1/16 
per cent. a week before and 2} per cent. a month before). In the ensuing fey 
days, partly in consequence of a slight weakening of the forward dollar, which 
tended to restore the net profit-margin offered by covered arbitrage between 
New York and London Treasury bills, market rates showed signs of easing. But 
the authorities promptly tightened supplies in the call loan market—driving 
some discount houses into the Bank—with the result that the rate at the next 
Treasury tender was fully maintained. For the time being, therefore, one 
consequence of the realignment is that the discount houses are enjoying not 
only the special profit on previously-acquired bills but also a wider running 
margin between current yields and financing costs—on short bonds as well as 
bills. The bond market, unlike that in the longs, has been strong, but in the 
first ten days the narrowing of redemption yields on the principal shorts did 
not generally exceed }-3/16 per cent. The current margin on commercial bills 
has also improved, though less markedly, because the market rate for fine 
three months bank paper has (very properly) been brought to within only 1/32 
per cent. of the Treasury bill rate. The clearing banks, however, are stil 
insisting on maintaining their (surely excessive) surcharge of } per cent. on 
market loans against this type of paper. This is one of the several points at 
which the banks are slow to learn the lessons of the revival of flexible money. 





ONE reason for this penalization of the market’s margins from commercial 
bill dealing is the banks’ recurrent fear of a switching of certain types of 
financing from bank advances to bills. For some types of 
Advances business from strong borrowers, the scope for such switching 
Rates has certainly been opened up again. The automatic reduction of 
Now bank lending rates in response to the fall in Bank rate has not, 
perhaps, operated over quite as large a proportion of the banks 
advances as it did last September, but it has certainly embraced most of the 
types of borrowers who could command low rates of acceptance charges on 
appropriate business. In the past three years most bank advances rates have 
become again linked to Bank rate, but nearly all of them are subject to over 
riding minimum charges fixed under the individual arrangements with custo 
mers. Necessarily, the further Bank rate falls, the more widely do these 
minima come into operation to prevent or limit the automatic reduction of the 
actual rates charged. But these long-stop arrangements will not have caught 
any of the strong categories of borrowers ; the nationalized industries, the 
blue-chip industrials and most big and many medium-sized industrial and 
commercial enterprises of good credit rating will all have secured an automatic 
concession, generally by } per cent., reducing their charges to a range of 34 
per cent., or a little more in some cases. But concerns of lower rating in these 
categories, and most small business and personal borrowers, were probably 
already paying no more than the agreed minima, or only a little more, a 
44-5 per cent. Many of the weakest and smallest borrowers that were formerly 
paying more than 5 per cent. will have secured a reduction ; but the volume 
of business in this category is probably not large, nor are the charges in such 
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cases always linked to Bank rate. It should be noted, incidentally, that the 
reduction of Bank rate was not accompanied this time by any official reminder 
—either to the public or to the banks—that the terms of the ‘‘ directive ’’ to 
the banks on lending policy had remained unchanged. That is the fact ; but 
it seems likely that in practice the banks’ interpretation of the directive may 
tend to become a shade more lenient. 

Shortly after the Bank rate reduction the Agricultural Mortgage Corporation 
reduced its rate from 44 to 4 per cent., but this movement reflects the rise in 
silt-edged during the past six months rather than the recent fall in short 
money rates. The Corporation’s rate was reduced twice last year (from 6 to 5 
per cent. in May and to 4} per cent. in November) but its new lendings in the 
year to end-March totalled only {1.9 millions compared with {4.5 millions in 
1952-53: 


Tue gold and dollar reserves of the sterling area rose by $135 millions in April, 
bringing their total to $2,820 millions, or just over {1,000 millions. This was 
the largest monthly increase since the first quarter of 1951— 
when the post-Korean stock-piling was in full swing and 
prices of sterling commodities were soaring to their peak. 
In April, too, Britain also achieved a surplus of £28.2 
millions with the European Payments Union, which in its 
tum was easily the best since the phase when the E.P.U. balance was being 
swollen by sales of dollar commodities under the arbitrage scheme. This 
surplus did not, of course, figure in the end-April gold reserves ; it was settled 
last month—50-50 in gold and in reduction of Britain’s debt to the Union. 

A considerable part of the April gold inflow was undoubtedly attributable to 
the pressure of foreign funds into the London market. To the extent that these 
capital transactions represented the expansion of working balances to take 
advantage of the re-opened gold market and to meet the increased need for 
sterling now that its international usage has further extended, they were 
clearly non-recurring ; and in so far as they constituted either dealings for 
interest arbitrage or purely speculative purchases of sterling prompted by the 
rumours of an impending raising of the upper limit of the sterling-dollar rate 
they should be regarded as potentially self-reversing—some of them inevitably 
30. But the predominant part of the inflow from these last two types of dealing 
almost certainly came too late to affect the April figures of the reserves. The 
exchange rate rumours did not become rife until the last day or two of April, 
and until then, too, the premium on the forward dollar had remained sufficiently 
high to eliminate most of the scope for interest arbitrage between London 
and New York with the exchange covered. The most important purely specu- 
lative influence on the April gold figures would indeed appear to have been 
speculation by traders—the rush by foreign traders to cover future sterling 
commitments and the similar rush by British traders to turn in to the Control 
their receipts in foreign currency. The wider implications of these movements 
of foreign funds, and of the rumours about the sterling-dollar rate, are fully 
discussed in our leading article this month. 

As our usual table on page 370 shows, only $9 millions of April’s rise in the 
sold reserves was attributable to American aid, its lowest for many months, 
and only $7 millions was received from the European Payments Union (for 
the March surplus). In consequence, the “ residual’ gold and dollar surplus 
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reached the quite exceptional level of $126 millions. Following on the large 
surplus achieved in March this suggests that the deterioration in the dollar 
accounts that became marked in the second half of 1953 and early this year 
may have been checked. But it must be remembered that this is the strong 


season for the reserves. 


THE effects of the phase of maximum activity in the foreign exchange market 
upon the clearing banks should be apparent in their figures for the May make- 
up, but there is no doubt that the inflow of foreign funds was a 

Deposits major determinant of the changes shown by their April 
Rise statement, the latest available at the time of writing. In the five 
Sharply weeks to April 21, net deposits rose sharply, by £79 millions, to 
£6,089 millions. This expansion represented not only the usual 

seasonal change in the credit movement as the Exchequer passes into its lean 
season for revenue, but also a shifting of the underlying tendency of the 
preceding months. Since last November net deposits had been either rising 


April 21, Change on 

1954 Month Year 

£m. ém. £m. 
Deposits - . i 6377.5 134.3 + 318.0 
‘Net '’ Deposits* ea - 6088. 5 + 78.6 266.6 

) a 

Liguid Assets - - | 2712.0 (33.1) 54.1 149.9 
Cash ‘ss , - ee 534-0 (8.4) + 22.8 30.3 
Call Money ; | , 489.2 (7.7) 21.5 35.0 
Treasury Bills .. en - 999.8 (75.7) 4.7 + 61.6 
Other Bills a - - 88.3 (r.4) 5.1 - 7.0 
Investments plus Advances .. i f051.9 (63.5) 22.3 - II8.2 
Investments 7 - 2279.9 (35.8) 10.5 160.5 
Advances 24 - es 1772.1 (27.8) 11.9 — 42.3 
*After deducting items in course of collection. Ratio of assets to published deposits. 


less or falling more than in the corresponding period of the previous year. But 
April’s rise contrasted with a fall of £20 millions in last year’s four-week period 
and with a rise of only £31 millions in April, 1952. At the same time, the 
marked expansion of credit demands from the private sector that began last 
autumn seemed to have lost its momentum ; bank advances, although reflect- 
ing the presumably still rising demands from the public utilities, rose in the 
five weeks by only {12 millions, compared with £16 millions in the four-week 
period. This is the second month in which they have risen less this year than 
last. The banks’ holdings of commercial bills, however, rose by £5 millions 
(compared with £2 millions last year), and are now £35 millions above the low 
point touched last October, at {88 millions. At the same time, investment 
portfolios showed their first considerable expansion since the end of last year ; 
they rose by {10} millions, but since the strength of the gilt-edged market 
almost certainly enabled the “ departments ”’ to sell securities on balance, it Is 
questionable whether these bank purchases of investments should be regarded 
as finance for the private sector. Part of them may have represented indirect 
finance for the Exchange Equalization Account. 

In any case, it is clear that the major source of the month’s credit expansion 
came from the demands of the public sector, whereas in the preceding months 
the central Government had either been borrowing less from the banking 
system, or repaying more, than in the corresponding periods of 1952-53. In 
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these latest five weeks, its apparent borrowings totalled {50 millions, apart 
from any finance afforded by the banks’ investment purchases, whereas its 
visible needs, as shown by the Exchequer returns for the nearest comparable 
period, were approximately balanced by receipts from “‘ small’’ savings and 
from the counterpart of the rising note circulation. It is possible that its 
above-line needs for cash may have been understated by the Exchequer return 
there is some reason to believe that certain special credits actually received 
previously were not brought in until after the date of banks’ make-up in 
March). But, apart from this, a substantial part of the discrepancy must have 
reflected the counterpart of Exchange Fund purchases of gold and dollars. 
These activities of the Fund hav. e necessitated an increase in its sterling 
resources. A further £300 millions of (tap) Treasury bills have been issued to it, 
bringing its total resources to £975 millions, compared with £1,475 millions at 
their peak in 1951 and only £575 millions before the outbreak of the Korean war. 


EARLY last month the Minister of Housing, Mr. Harold Macmillan, made public 
the long-awaited scheme under which building societies will grant mortgage 
loans to private house purchasers up to go or 95 per cent. of 
Easier the valuation, sharing the risk of default on the extra advance 
Finance for equally with the Exchequer and the participating local 
Housing authority. The inception of these facilities lends additional 
force to the reminder from the societies, after the Bank rate 
change, that their rates are not directly related to short money rates. They 
do not favour frequent changes in their rates, and their adjustment to dear 
money was made in a single step in March, 1952, when the rate on new advances 
was raised from 4 to 43 per cent. Whether any downward adjustment in rates 
is made now, after two reductions in the Bank rate and a decline in bank lending 
rates, will depend very largely on the extent to which the societies feel that 
new money could still be satnated in the quantities demanded by the move- 
ment’s ever-increasing commitments. The rapid expansion in the number of 
houses being built for private sale is putting important new demands upon the 
societies, and these demands will rise still more rapidly if the new facilities are 
widely used—even, perhaps, at the present level of lending rates. If that is 
the prospect before them, the societies will presumably maintain their rates 
unless the flow of funds to them becomes larger than these demands seem 
likely to absorb. - 

Mortgages granted on the new plan should not expose the societies to 
any considerable extra risk. They still, of course, retain their normal right to 
accept or reject borrowers—and likewise, incidentally, to defer foreclosure 
where they think fit. They stand to lose, in case of default, one-third of their 
“extra " advances—deemed to be the proportion between 662 and 95 per cent. 
of the valuation on post-1918 houses valued at under £2,000 and between 70 
and go per cent. on houses valued at between £2,000 and {2,500 ; but as their 
normal practice has been to grant advances for rather more than these lower 
proportions, the new (two-thirds) indemnity from the Exchequer and local 
authority is, in fact, calculated so as to cover a part of the risk that was pre- 
viously shouldered by the societies alone. But on the whole the arrangement 
deserves to be welcomed for its promise of savings in the rapidly expanding 
cost of housing subsidies, since it should gradually reduce the demand for 
houses to let. | 
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There is now a chance, too, that the cost of council houses—or rate oi 
subsidy—may soon be eased by a reduction in the lending rates of the Public 
Works Loan Board. Mr. Butler has pointed out that the Board’s rates are 
governed not by Bank rate but by “ the general level of Government credit ’’, 
and, so far, he has merely undertaken to “‘ watch ’”’ these rates. But in recent 
months yields on gilt-edged have been slipping away from them ; if the market 
stabilizes at its higher level, some P.W.L.B. adjustments may be expected. 


THE annual report of the Industrial and Commercial Finance Corporation is one 
of the few sources of information on the experience of the smaller firms in the 
capital market. The corporation was set up in 1945 by the 


Fewer English and Scottish banks to give financial facilities to 
Demands on _ businesses not large enough to approach the new _ issue 
I.C.F.C. market on their own account ; more than four-fifths of its 


customers have borrowed sums of less than £100,000 from 
the corporation, and advances up to this size account for nearly one half of the 
corporation's total loans and investments. The experience of the corporation 
in the past year suggests that the general failure to expand investment despite 
the availability of the necessary finance last year was typical also of the smaller 
companies. The new loans and investments made by the I.C.F.C. in the year to 
March 31 last totalled only {4 millions. This was an improvement on the {3 
millions of new business transacted in 1952-53, but it was still well below the 
levels of upwards of £6 millions of new business transacted in earlier years. The 
number of applications to the corporation for facilities has been falling steadily 
for four years, from 634 in 1950-51 to 364 last year, so that the falling off in 
I.C.F.C.’s business has 1n no way been a reflection of more critical scrutiny of 
customers. 

Lord Piercy, the corporation’s chairman, attributes it to rather greater 
competition, from banks and finance companies of all kinds, for the type of 
business with which I.C.F.C. is concerned ; and still more to the fact that 
‘‘ finance actually is not at the present time a principal impediment to increased 
investment ’. The great demand for finance for re-equipment that existed 
when the I.C.F.C. was set up has now been largely filled—in part, no doubt, asa 
result of the corporation's own example. This has made the I.C.F.C. concentrate 
especially on the backing of sound companies that are developing new projects 
and techniques. The main task of the corporation may now be to bridge the 
gap in this more specialized field. 

Despite the sluggishness in its business, the I.C.F.C. has had a good year 
financially. Its interest payments to the banks on its loan capital rose only 
from £539,079 to £624,913, compared with an increase of over £200,000 in 
1952-53. Ihe corporation lends to its customers at fixed rates while its loans 
from the banks are keyed to Bank rate ; and the cut in Bank rate of September 
last must have enabled it to recoup some of its losses incurred in the previous 
year—and last month’s reduction should have a similar effect. The upshot 
was that the corporation was able to set aside £250,000 for doubtful debts, 
against {100,000 in 1952-53, and still show an increase in net profits from 
£417,679 to £466,492. Some £40,000 of this increase was distributed in an 
increase in last year’s maiden dividend from 4 per cent. to 5 per cent. Lord 
Piercy has intimated that he considers this to be an appropriate return to the 
banks that are his shareholders. 
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Bank Rate and Foreign Funds 


AST month's reduction of Bank rate, from 33 to 3 per cent., was certainly 
the least dramatic of the four changes that have been made since Bank 
rate was brought back into use again in 1951; but, for that very reason, 
it was in some ways the most interesting. There are three quite distinct points 
of interest—the repercussions upon the financial markets and on Britain’s 
economy ; the intriguing and far-reaching question of why the move was 
made ; and its quite special significance for all who are trying to discern how 
Britain’s ‘‘ new "’ monetary policy is being shaped and how it may be expected 
to work in future. 
From this third point of view, the significant fact is that this was an entirely 
normal Bank rate change, the first of its kind since early 1932. Instead of 


| being a dramatic and highly-publicized gesture directly linked with major 
_ acts of Government policy, it was quite plainly an orthodox response to the 


impact of natural forces upon the international money market; and it was 
made as unobtrusively as any Bank rate change can be—by the traditional 
“ posting ’’ after the regular Thursday Bank Court on May 13, and deliberately 
without any accompanying official statement of any kind. 

By this seemingly insignificant change in procedure the authorities have 
shown that the running-in of the restored controls has been completed. 
The crisis moves of 1951-52 that carried Bank rate up to 4 per cent. 
were an urgent jamming on of brakes—long disused and therefore unpredict- 
able—to the accompaniment of screaming sirens manned by the Chancellor 
himself. But the brakes did work, and soon regained much of their former 
smoothness. By last September it was safe to begin dismantling the emergency 
safeguards devised for the running-in phase; in that technical “‘ adjustment ”’ 
of Bank rate (from 4 to 34 per cent.) the Chancellor played no overt part, but 
the Bank itself took care to explain its special nature. Now comes the first 
normal operation of the refurbished mechanism, made without aid of either 
hooter or explanation. It may appear to the world as a relaxation of the 


_ brakes; but it is perhaps better regarded simply as a ehange of gear—from 
_ second to third, say—made in the ordinary course of running. And that, 
_ Indeed, is how most Bank rate changes may come to be regarded in future, as 


» alas, Wt. 


the operation of flexible monetary policy becomes better understood by the 


| business world. 


No NEED FOR A NEW STIMULUS 


The fact that a change into higher gear was made at this juncture is itself 
an instructive demonstration of the way in which Bank rate technique is 


_ being shifted from its recent plane of highest economic policy to the level of 
_hormal technical adjustments. For some months past the monetary authorities 
had quite evidently been confronted with a clash between the two concepts 


_of Bank rate policy. On the one hand was the risk that a Bank rate reduction 


| Would be greeted by the business world and by stock markets as a grand 
| gesture of confidence, as a sign that the threat of inflation and danger for the 
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balance of payments were both past, and as an invitation to increased spending 
and even speculation. On the other hand was a technical situation in the 
foreign exchange market and the money market that could properly be met 
only by a lower Bank rate. In the event, the authorities decided that the 
technical needs in these markets outweighed the intangible risks; and the 
behaviour of stock markets since the change tends to show that the mght 
choice was made. But even those who feel this to be so may still harbour 
some misgivings. 

Before the event the balance of advantage and disadvantage must have 
seemed very delicately poised. For many months now Britain’s economy has 
been running almost as close to full employment as it can reasonably expect 
to get without reviving inflationary pressures, yet the level of unemployment 
is still falling. At the mid-April count it stood at 316,600, or 1} per cent. 
of the labour force. Industrial production continues to rise, but the pace of 


GILT-EDGED NET PRICES AND EOUITY ([NDEX 
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“New ” Low 33 3 
Policy Point per cent. per cent. 
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23% Exchequer, Feb., 1955 LOI 46 90% 99 $6 100 gy 100 46 100 33 
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3% Sav. Bonds, 1955-65 95 16 80% 90 90 46 973 98} 
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3% Sav. Bonds, 1965-75 88 # 77 45 86} 884 903 908 
3%, Transport, 1978-88 5 ‘a 82 2s 724 a} 33% 86; 37% 
O7 © ‘ ‘ > ~~ » > + ‘ 7 9 7 » me D 
34°, War Loan, after 1952 .. én 85 72 43 824 34% 872 873 
24°, Consols . as ‘9 64} 554xd. 61 2 64} 673 06 # 
“Financial Times’’ Ord. Share Index 131.4 103.1 123.2 125.6 147.4 150.9 


advance is slackening. There is no sign of any check to consumer demand ; 
the heavy investment outlays of the utilities and the big basic industries 
continue ; and those of manufacturing industry seem to be responding at 
last to the stimuli given last year. Thanks partly to good reports of past 
achievement and to the further thawing of dividends, prices of industrial 
equities have risen strongly since the turn of the year, many of them to new 
peaks, and the pervasive bullishness was proving to be unusually resistant. 
Obviously, the domestic economy stood in no need of stimulation; and 
by his no-change budget the Chancellor himself tacitly admitted that any new 
stimulus might be dangerous—unless it was strictly confined to investment, 
which in any case was unlikely to respond rapidly. Though there is little 
evidence yet of any revival of active inflationary pressures, the danger of 
inflation looms nearer than any condition of slack that would justify a new 
shot in the arm; and it was for that condition, in the opinion of many people, 
that any deliberate easing of monetary policy should have been reserved. 
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Yet the mounting confidence was being fed by news not only of domestic 
activity but also of achievements on the external front. Britain’s balance of 
payments, as judged by the imperfect measure of the monthly trade returns, 
has been running in the first four months of this year perceptibly better than 
it did in the first half of 1953; the value of exports has been higher and of 
imports (c.1.f.) lower, with the result that the excess of imports, at an average 
of £43 millions a month, was £21 millions a month less than in the first half 
of last year and fractionally less than in the second half. Exports to North 
America have been falling, but Britain’s trade and that of the overseas sterling 
area have so far weathered this phase of declining activity in the United 
States and Canada incomparably better than anyone dreamed they could do. 
And, most unexpected development of all, these past few months have wit- 
nessed a notable improvement in the rate of rebuilding of the gold reserves: 
April’s increment of $135 millions was the best since the commodity boom 
phase of early 1951. At the same time, the consensus of American opinions 
about business activity there has become more reassuring; these opinions 
could still be wrong, but at present, if there is no clear sign that America’s 
shallow depression 1s filling up, there is equallv no sign that it is deepening. 
Heartened by these symptoms, the experts who attended upon last month’s 
meeting of the Ministerial Council of the O.E.E.C. extended the Chancellor’s 
view of *‘ cautious optimism ” about Britain's economy to the whole of Western 
Europe. The European countries, these experts thought, need not fear a 
return of dollar difficulties for at least the next twelve months—which was 
almost as far as they felt able to look. 

Given this remarkable conjuncture of favourable news, the exuberance of 
London stock markets and of City sentiment generally was hardly surprising, 
for the markets have never been noted for their capacity to isolate the under- 
lying from the seasonal and special ingredients in the economic scene. And 
since the mood of the City is apt to sway the mood of business generally, this 
rather uncritical optimism was creating precisely the sort of atmosphere in 
which any overt easing of monetary policy would involve incalculable risks. 


INFLUX OF FOREIGN FUNDS 

The dilemma before the monetary authorities was not an enviable one, for 
many of the very influences that built up this atmosphere were also building up 
a technical problem that argued ever more strongly for a lower Bank rate. 
This problem originated in the foreign exchange market—in the effects 
there of the continuously mounting international confidence in sterling. This 
confidence sprang first from the evidence of the extent and momentum of 
Britain’s recovery, and the conviction overseas that Britain was taking care 
not to jeopardise it; monetary policy was kept firm for longer than had been 
expected and longer than in most other countries, and the budget was notably 
cautious. Superimposed upon this basis was the confidence born of Britain’s 
drive for freedom in its international dealings—the reopening of the com- 
modity markets, the improving technical facilities of the foreign exchange 
market, the restarting and swift success of the London gold market, and the 
impressive widening of the area of unfettered transferability of sterling. These 
moves have sent the London market striding back into its traditional place 
as a focus of international business, and they have come at a time when the 
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future of the dollar has been widely judged—however illogically 
shade less certain than normally. 

The combined result has been a strong demand for sterling from the non- 
sterling world—a demand predominantly for capital purposes and therefore 
apt to be described simply as an influx of “‘ hot ’’ money. But that is for the 
most part a misleading description, since it implies a movement of highly 
volatile funds for speculative purposes. The biggest and most sustained 
special demand has almost certainly come from the increased usage and 
usefulness of sterling in international settlements, which automatically involved 
overseas banks and monetary authorities in carrying bigger working balances 
in London; and in addition there has been the more specific building up of 





MONEY AND BILL RATES, 1951-54 





Nov. 7, Nov. 9, Mar. 14, Sept. 16, Sept. 25, May 12, May 2: 
1951; 195] 1952 1953 1953 1954 1954, 
0/ 0/ 0/ v 0 % oO 
| /0 9 0 0 0 o ) 
Bank of England: 
Bank Rate .. - 2 24 4 4 328 348 38 
‘Special ’’ Rate* .. — 2 34 33 - — _ 
Discount Rates : 
Bank Bills, 3 Mths. I 15 3 3 2 x5 2} 13 
5 5 ] > 5 > . q 
rr » 4 ys 1 i a. 34 34 - 16 24—2 % Is 
7 ae ON ae ne 1} 1; 33 33 24 2 2 
Trade Bills, 3 Mths. 13—24 2} 3 4—5 4-55 33—45 3—3$ 24—3 
" » 4 oy -e 22h 23-3 44-5 44-—5 33-49 3—4 23—31 
6 24-32 3-4 48-5 43—5 4—43 33-43 34 


Treasury Bills : 
_ Allotment rate 4. 10/2.38d.+ 17/2.96d. 46/3.04d. 47/11.85d.7 42/8.05d. 40/10.84d.f 34/3.244. 
Cleaving Banks’ Buying 

Rate from Market: 





Bank Bills ; 1} 23 23 2 te —2 dy 1 $—1 8 
Treasury Bills 1 3 2} 24 2%—2} 2 133—1f 
Clearing Banks’ Call 
Money : 
Against Bank Bills. 3 1} 23 24 2 - 4 
Treasury Bills } 3 2 2 1} 1; 14 
Bonds é< ‘ 1} 24 24 24 2} ; 
Clearing Banks’ 
Deposit Rate: “ 5 ; - - 1} tj ij 


§ Minimum rate of discount and seven-day loan rate for all collateral. 
* Seven-day loans to market against Treasury bills. 

+ At preceding tender. 

> Eve of “ new ” monetary policy. 


working capital for use in the rapidly matured gold market. Early this year 
this movement was notably swollen by money seeking the higher returns 
available in London, and the discount houses began to experience strong 
‘ outside ’’ competition at the Treasury bill tenders and also offerings of foreign 
money in the short loan market—with the result that the London Treasury 
bill rate slipped momentarily until the Bank of England gave a judicious hint 
by briefly tightening the money supply. This first notable inflow of interest- 
arbitrage funds took place when forward quotations for the dollar and Belgian 
franc were almost at par, and when relatively narrow premia ruled for the 
guilder and Swedish crown ; the overseas operators could therefore cover 
their exchange risk at low cost. But the forward market soon performed its 
natural function of equalizing the net returns obtainable from the divergent 
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interest rates : the forward premiums rose to the point at which the cost of 
cover virtually wiped out the gross interest differential, and this particular 
demand for sterling and for Treasury bills dwindled—though some of these 
funds tried to find better returns in other directions, notably in one-month 
loans to local authorities. 


MorE FLEXIBILITY FOR STERLING RATE ° 

In the early phase of this movement the part played by purely speculative 
forces was certainly smaller than the prevalent City gossip implied. But in 
the second half of April, when the reopening of the gold market and the 
extension of sterling transferability began to exert their full effect, the general 
demand for sterling mounted to such a pitch as to force the sterling-dollar 
rate hard up against the top limit of its $2.78-2.82 to the { permitted range of 
fluctuation—despite the fact that the authorities were heavy buyers of dollars 
at that limiting point. In the ordinary course, it might have been expected 
that the reaching of the limit would have tended to check speculative demand; 
but at this very juncture rumours spread through the market that the British 
authorities, so far from intending to hold the rate, were planning to widen 
their permitted range of fluctuation beyond the 2 per cent. spread allowed 
by the rules of the International Monetary Fund—and that they had, in fact, 
already consulted the I.M.F. about such a move. 

The argument behind these rumours was, first, that the British authorities 
had in any case wished to seize any good opportunity to secure greater latitude 
in exchange rate policy, as a desirable safeguard to support any future more 
forthright moves to convertibility; and, secondly, that in the particular cir- 
cumstances they were anxious to gain sufficient freedom to enable them to 
out-manoeuvre the speculators. But, given the strength of confidence in 
sterling, 1t is questionable whether any such result could have been attained; 
any lifting of the sterling rate above 2.82, unless made abruptly to a new 
limit for fluctuation, might have immediately stimulated hopes of a further 
rise. Perhaps that was the view of the authorities themselves; for the mere 
possibility of a rise in sterling above 2.82 was the signal for a burst of speculative 
demand much stronger than any that had been seen previously. The volume 
of purely speculative transfers of funds was probably not very large ; but a 





_ strong pressure was built up by the anticipation of future commercial needs— 
| the familiar “‘ leads and lags ”’. : 


Moreover, this anticipatory demand had the effect of reviving the earlier 


| source of pressure from interest-rate arbitrage. The commercial demand 


forced down the forward premiums—the selling quotation for 3 months for- 


_ ward dollars shrank from 11/16c. to 3/8c. and momentarily even less, or to an 
| interest-rate cost of approximately 0.5 per cent. per annum—so that an attrac- 
| tive profit-margin was opened up again on a shifting of short-term funds to 
| London with the exchange risk covered. The money market therefore began 


to feel the full force of the fall in New York market rates that had followed 
the reduction of the Federal Reserve rediscount rate from 13 to 1} per cent. 


_inmid-April. The average Treasury bill allotment rate in London, which had 


sipped by 1/32 per cent. on April 15, dropped by a further 1/32 per cent. to 
Just over 2 1/32 per cent. a fortnight later, as the discount houses trimmed 


_ their tenders to meet this competition from overseas funds; and total applica- 
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tions for the bills then soared to the new peak of £4374 millions (compared with 
£382 millions for the bills offered three months previously and then being 
replaced). 

This spasm of acute pressure in the foreign exchange market was calmed 
down a few days later by an official denial that any approach had been made 
to the I.M.F. The dollar rate dropped back from its upper limit, and a new 
softening of discount rates was arrested when Bank rate was kept unchanged 
on May 6. Although the New York Treasury bill rate had meanwhile fallen 
still further—to an ave rage of only 0.773 per cent., its lowest since 1947, 
compared with 1.066 per cent. before the ‘cut in the rediscount rate—the next 
London offering showed a marked fall in applications and the discount market 
was able merely to maintain its bid. 


‘“ Hot’’ MONEY AND CONVERTIBILITY 


At this point when the excitement died down the official tactics seemed to 
have been unexpectedly successful. But in the few days when the demand for 
sterling was at full spate—and when the Exchange Account undoubtedly 
bought large quantities of dollars—the authorities had learnt an important 
lesson. It had been shown that the pressures that had been building up for 
some time could suddenly mount to an embarrassing intensity. And although 
the froth on the stream had been blown away, there was no assurance that it 
would not soon pile up again, perhaps even more embarrassingly. The technical 

case for a Bank rate reduction that had been gradually emerging for some time 
suddenly acquired much greater force. 

In this technical case the considerations of exchange policy were 
undoubtedly given greater weight than those arising in the money market as 
such. Some people have found this surprising. They argue that London should 
welcome all the foreign funds, speculative or otherwise, that come its way, and 
should thankfully add the resultant exchange to its still inadequate central 
reserves. That, plainly, was not the official view. The dominant consideration 
seems to have been that the more London’s international stature grows and 
the wider the usage of sterling, the greater must be its susceptibility to external 
influences and its vulnerability to jerks j in the flow of international funds—jerks 
that may be impelled by political as well as economic happenings. It would be 
foolish to let the risks of this vulnerability mount needlessly ; therefore, while 
all ‘‘ genuine”’ inflows of funds are to be welcomed, no clearly avoidable 
encouragement should be given to speculative flows. 

Obviously, no clear line can be drawn between the two ; but that is precisely 
the strongest argument for this policy. If it could be known exactly what 
proportion of overseas funds in London represented “‘ bad ’’ and undependable 
money, the risks run by attracting it would not be so disturbing, and a corre- 
sponding part of the gold reserve could be “ counted out’ and regarded as 
earmarked to redeem it. But that cannot be done ; and if London tempts in 
all the funds it can, it will never know how much of the gold reserve is a true 
reserve available for basic needs. Obviously, any uncertainty of this vital kind 
would be particularly embarrassing to the authorities when weighing up the 
wisdom of still further freeings of sterling. And if and when they come to 
discuss with the American monetary authorities or the I. M. F. the provision of 
supplementary reserves to support a move to “ full’”’ convertibility, they 
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might be seriously handicapped if the true effective reserve was really much 
smaller—but by an unknown amount—than the sum then actually in the till. 


KEEPING BANK RATE “ EFFECTIVE © 

These, it seems, were the most compelling technical arguments for deli- 
berately reducing the attractiveness of London money rates by comparison 
with those ruling overseas. But there were undoubtedly associated arguments 
arising from the pressure upon the money rates as such. For reasons often 
explained in THE BANKER, ever since their first moves to restore the monetary 
regulators the authorities had been content for market discount rates to stand 
at a bigger margin below Bank rate than used to be regarded as normal (or, 
under the classical tradition, could have occurred except in phases of pro- 
nounced business depression or in momentary spasms during periods when 
Bank rate was falling from a relatively high level). This margin had been 
sustained for some months after last September’s reduction in Bank rate at 
around 1g per cent. ; and the mere fact that it had latterly widened by a little 
more than 1/16 per cent. probably would not by itself have seemed to the 
authorities to justify a further reduction in Bank rate. Obviously, if they had 
regarded the fall in market rates as dangerous, they would have taken steps 
to check it by tightening the money supply. But, even if they deemed this 
unnecessary, they apparently would not have felt obliged to narrow the margin 
by the opposite means—given the fact that there was no sign that the rate- 
structure was being seriously undermined elsewhere. The clearing banks were 
not experiencing any such under-cutting of their charges for bank advances as 
occurred last summer. 

A wide margin between market rate and Bank rate does, however, tend 
to prevent the development of full flexibility of monetary policy and, in par- 
ticular, impairs the delicacy of its operation. The authorities had not, in fact, 
given as much weight to this consideration as it deserved ; but in the peculiar 
circumstances of recent weeks 1t must have presented itself more forcibly. 
When the Exchange Account is buying exchange heavily, there are technical 
difficulties in preventing bill rates from weakening even if the incoming funds 
are not directly bidding for bills or offered as call money. If the inflow of foreign 
funds is large, but unpredictably so, and if it 1s sustained, official day-to-day 
credit management nearly always finds itself a step behind the market. If, 
despite this, bill rates are to be prevented from sagging, the authorities would 
have to employ more Jerky tactics in mopping up surpluses than they have so 
far been prepared to adopt. And even if such tactics had been successfully 
employed to maintain rates, the authorities would in effect have been holding 
out continued attractions to foreign funds. As it was, they were confronted 
with the probability that any recurrence of strong demands for sterling would 
have forced a still further decline in bill rates and would then, doubtless, have 
begun to affect other rates. In the circumstances, it was better to come down 
to a level at which there was a good chance of maintaining a due relationship 
between the official rate and commercial rates, rather than to let Bank rate 
become increasingly ineffective. 

In retrospect, it is not in fact surprising that these technical considerations 
in the foreign exchange and money markets should have been allowed to out- 
weigh the risks of giving an undue psychological stimulus. The evolution of 
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monetary policy over these past two and a half years can now be clearly seen 
to be one of steady progress in flexibility. Full flexibility could not be restored 
immediately ; and, for that very reason, if any natural opportunity for 
extending it had been missed, the City would have been prone to assume that 
the professed aims were not to be taken seriously. The circumstances that 
developed during the preceding few months had created a perfect “ classical ”’ 
case for reducing Bank rate ; and if ever monetary policy was to show itself 
again as a flexible technical instrument, responding to the natural pressures 
arising in the markets, that was the moment at which it had to do so. 















FLEXIBILITY AS A SAFEGUARD 
In other words, if the technical circumstances were not to be treated 
as decisive, the contrary considerations arising from high economic policy and 
from the state of the domestic economy would have had to be very weighty 
indeed—so weighty, in fact, as to make the authorities feel that, so far from 
reducing Bank rate to moderate speculative demands for sterling, they ought to 
have been trying to make it effective by tightening credit in order to resist a 
rising inflationary pressure at home. Obviously, the wider considerations were 
not of this order of urgency. The dangers that threaten the economy are not 
imminent ones, and the authorities evidently considered that the stimulus of 
the Bank rate reduction to domestic demand would not be large. In this they 
may be right, for there is no doubt that the psychological force of a Bank rate 
change may normally be expected to be appreciably less when it is downward | 
than when it rises by a corresponding amount. In this case there was the risk | 
that the effect would be heightened by the feeling that the red light of 1951-52 
had changed to green ; but subsequent experience seems to show that, if the 
financial world thinks it has discerned a green light from the Bank, it did so 
last autumn—despite the Bank’s denial that any such signal was given. At all 
events, the market reactions—discussed on pages 309-11—have proved that 
many of the effects had already been discounted. 

The repercussions upon money rates and upon bank lending rates are also 
described on pages 309-11 ; although many advances rates have come down 
automatically, and competition may force concessions in other cases, the 
change is unlikely to lead to any notable relaxation of the attitude of the banks 
towards potential borrowers, especially personal borrowers. If this is so, any 
direct stimulus will be felt principally by investment outlays—and that is the 
one variety of increased expenditure that the economy so urgently needs that 
it should now be prepared to run some risks in order to promote it. But this 
argument is valid only within limits ; if money eases so far as to encourage a 
burst of more general expenditures, the disadvantages will far outweigh the 
apparent gains. The authorities should now resist any perceptible weakening 
of rates from their new level, and should take this opportunity to perfect their 
techniques of market control. Such tactics would demonstrate still more clearly — 
that this first ‘‘ normal ” change in Bank rate means that official policy intends) © 
to keep not only in touch with but abreast of the position in the market. If 
that is done, then the risks that have been run will indeed be minimized ; for | 
the very flexibility of monetary policy is itself the best safeguard against ~ 
danger. One of the principal aims of day-to-day credit management now 
should be to convince the City that if the need arises Bank rate will rise no 
less readily to four per cent. than it fell last month to three. 
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Last Year of EPU.? 


HE fourth renewal of the European Payments Union, which will occur at 
Tine end of this month, may well be its last. It is now widely believed that 
by June, 1955, enough of the currencies in the E.P.U. group will have 
moved into convertibility to cause the Union to be disbanded—at least for the 
principal purposes it has served in the past. If there is any such move, sterling 
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[Reproduced by courtesy of ‘‘ The Manchester Guardian”’ 


must perforce be in the midst of it ; despite brave talk from Western Germany 


_and elsewhere earlier this year, there will be no rush to convertibility by other 


| European currencies if sterling is not in the van of the advance. And it is 


likewise true that if sterling is to move to that objective it will do so only in 
convoy, notably with the Deutsche mark, the Netherlands guilder and the 


























Belgian franc, all of them currencies that are in many respects readier for the 


final stage of the journey than is sterling itself. The importance, in British 


thinking, of this need for a “‘ collective approach ”’ has, indeed, recently been 
emphasized again by the Chancellor of the Exchequer. He pointed out that. 
whatever the exact character and scope of the move to convertibility, it must 
be made jointly and collectively by the important currencies of Europe. 

In the recent Paris talks the negotiations for E.P.U.’s renewal were over- 
shadowed in many ways by this sense of its impending demise. It was evident 
in the demands made by creditor countries to “ harden” E.P.U. so as to 
prepare it for the shift into a wider system of multilateral payments. It 
emerged also in their parallel demands for the extraction from the E.P.U. 
mechanism of all debts and credits that had been outstanding for more than a 
given period, in order to permit the part repayment and funding of these debts 
by means of bilateral arrangements that would by-pass the E.P.U. mechanism. 
And it was most strikingly present in a report by the Managing Board of 
E.P.U. on the “ problems of a move to convertibility ’’—a report in which the 
technicians in charge of E.P.U. passed a conditional sentence of death on it. 


BRITISH VIEW OF E.P.U. 
The demand for “‘ hardening’”’ E.P.U. has been a regular feature of the 
yearly negotiations for renewal. It has regularly been advanced by the con- 
genital creditors, and no less regularly and steadfastly resisted by the United 
Kingdom delegates—even when Britain was a substantial creditor of the Union. 
The British case has been consistently based on the contention that if an inter- 
national payments mechanism is to function smoothly, and with the bias it 
should have towards expansion of the trade it serves, it must provide adequate 
credit ““swings’’. The existing E.P.U. swings derived from quotas calculated 
on the basis of European trade in the early post-war phase, since when trade 
has expanded in volume and prices have risen. If there is a case for altering 
the E.P.U. quotas, the British view has been that the credit facilities 
dependent upon them, so far from being narrowed, should be expanded. 
Britain's Conservative Chancellor of the Exchequer has been as vehement 
as his Socialist predecessors in resisting any suggestion that E.P.U. should 
approach more closely to a gold standard mechanism. At the recent Paris 
meeting of O.E.E.C., he pointed out that the “ hardening “ demands of creditors 
were not in keeping with the cause of liberalization in European trade. It should 
be emphasized that those demands were not, as has sometimes been suggested, 
for a general alteration of the ratio of gold to credit settlements through all 
the various tranches of E.P.U. quotas. As formulated by the German repre- 
sentatives and backed by at least one other creditor country, the Netherlands, 
the proposal was simply that, when a creditor country had exceeded its quota, it 
should receive for any additional surpluses a larger gold payment 
than the 50 per cent. to which it is now entitled. Even that demand, how- 
ever, was strongly resisted by Mr. Butler. He stated that if even this element 
of hardening had been present in E.P.U. in the past year the United Kingdom 
would not have been so ready to liberalize imports from Western Europe ; as 
it was, it had been able to liberalize despite its outstanding overdraft. The 
Chancellor then confronted his Ministerial colleagues on the Council of O.E.E.C. 
with a clear alternative: “‘ Do you want more trade, or more gold?’’. That wasa 
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rhetorical question, as Mr. Butler well knew it to be ; from the moment it was 
put, the creditors’ demand for a hardening of the Union vanished into thin air. 

A much more sympathetic response met the other creditors’ demand, the 
demand for the separate settlement of long outstanding E.P.U. debts. As 
originally put by the Germans, this demand had an element of ferocity, but that 
was soon lost in the negotiations. The Germans had suggested that debts 
outstanding for more than eighteen months should be funded and repaid over a 
period of not more than three years, a suggestion that came rather oddly from 
a country that had just completed negotiations on its own long-term external 
debt, and had secured not only a considerable abatement of the original 
capital sum but a spreading of the future amortization over twenty years. The 
juxtaposition of these two sets of patterns was all that was needed to puncture 
the original German suggestion. No embarrassment ensued, however, because 
the Chancellor, on behalf of Britain, immediately made a generous counter 
proposal under which one half of Britain’s £180 millions overdraft with E.P.U. 
would be withdrawn from the Union and 25 per cent. of that £90 millions 
would be made immediately available to the interested creditor countries by 
a down-payment in gold. 

This prospective withdrawal of long outstanding debts from the E.P.U. 
mechanism promises horrifying complications in E.P.U. accounting. If part of 
a debtor's overdraft 1s withdrawn, correspondingly reducing his cumulative 
deficit with the Union, under normal E.P.U. rules the debtor would receive 
gold from the Union at the same time as his overdraft is being reduced—the 
proportion of the gold depending upon his position in the various tranches of 
his quota. Similarly, the reduction of the creditor’s cumulative position (which 
the separate settlement will involve) would in the normal course require the 
creditor to pay gold to the Union. Such “ normal”’ gold transactions would, 
however, be wholly foreign to the real purpose of the funding exercise. 

A precedent for dealing with this thorny problem has already been 
developed, on the occasion of a loan from Switzerland to Italy that was canalized 
through E.P.U. Its first effect was naturally to reduce both the Swiss credit 
and the Italian overdraft with E.P.U. But it was decided that the gold pay- 
ments that these swings would normally have entailed should take place 
only as and when the two countries had completely reversed their position with 
E.P.U.—a device christened ‘“‘ the non-reversible sandwich tranche”. A 
similar formula will presumably have to be applied to_the intended E.P.U. 
funding operations. But all that can be said of this endeavour to pile Ossa on 
Pelion in the intricacies of E.P.U. accounting is that such a formula could 
never be even seriously discussed except for a piece of machinery with a very 
short expectation of life. 

The atmosphere of decay that is beginning to spread over E.P.U. was also 
teflected in the report by the Managing Board of the European Payments 





_ Union on the problems of a move to convertibility. The Board spent a great deal 
_ of its time in defining what it means by “ full’ and “ limited ”’ convertibility, 


but it went straight to the point on two fundamental issues. It concluded, first, 
that whatever definition of convertibility be chosen, if one or more of the 
Important currencies of E.P.U. reach that objective that will be the end of the 


Union as we now know it. The second conclusion was that a move to converti- 


bility would unquestionably be of advantage to all E.P.U. countries, primarily 
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to those that made the move, but also—though with somewhat more delayed 
effect—to those that might feel themselves compelled to stand outside the 
movement for the time being. 

There was no hint in the E.P.U. report about the timing of the move to 
convertibility, but a good deal was said about the conditions that will have to 
be satisfied before it can be made with reasonable safety. It suggested, in 
particular, that all countries concerned must make further efforts to find a 
lasting solution for the dollar problem—a solution that has certainly not been 
found yet, despite the increase in the gold and dollar reserves of the European 
countries considered as a whole. The dollar receipts of many member countries 
still consist to an important extent of dollars secured from United States aid, 
payment for off-shore purchases and local military expenditures, none of which 
can be regarded as permanent. Moreover, extensive restrictions on dollar 
imports remain. [The Managing Board suggested that further progress in trade 
liberalization should be a prelude to a move to convertibility, and it also con- 
sidered that one of the preliminaries should be the removal of obstacles to 
international capital movements—a clear hint to Britain that the distinction 
between current and capital sterling held by non-residents should be abolished 
before the move to convertibility can be contemplated. Among its other more 
obvious axioms, the report observes that the adoption of ** appropriate 
exchange rates is a condition for lasting convertibility. 


MINISTERIAL STUDY OF CONVERTIBILITY 

Much of this counsel, necessary though it is, merely skirts round the difficult 
problem of the technical effects of convertibility upon E.P.U. A ministerial 
examination is now to be made of this set of baffling problems. This 1s high- 
level attention that underlines the urgency with which the issue of con- 
vertibility is now viewed in the financial capitals of Europe. The ministerial 
group, which is to be headed by Mr. Butler and is expected to meet in London, 
will examine in particular 


(1) What measures should be taken by O.E.E.C. to ensure that the re- 
establishment of convertibility by certain member countries would not result 
in a reduction of the degree of freedom already attained in intra-European trade 
or impede the progress of liberalization of international trade generally. 

(2) What adjustments are needed in the trading policies of member countries 
to bring them into line with a system of wider and freer multilateral trade and 
payments, and in what respects the trade rules that now apply between member 
countries by virtue of decisions of the O.E.E.C. would require modification. 

(3) What measures, including the provision of international credit, should be 
taken to ensure the continuance of co-operation in the financial and the com- 
mercial field and in particular to maintain close trade relations both between 
member countries that have re-established convertibility and between them 
and countries whose currencies remain inconvertible. 

The last of these items, it is worth noting, was particularly emphasized in 
the report of the Managing Board of the Union. 

This report pointed out that ‘ whatever the conditions under which 
co-operation in the financial and in the trade fields might be continued when the 
principal member countries have established convertibility, it would be ol 


. . , . A L 
major importance that problems related to trade and finance be dealt with 
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together. One of the great advantages of O.E.E.C. has been that it has brought 
financial and trade problems together for consideration in a single institution. 
It is highly desirable that any new forms of international co-operation which 
may be established when convertibility has been restored, should preserve 
this advantage if possible’’. Is this the voice of a temptor to which all 
civil servants, whether they serve national or international institutions, are 
vulnerable—the temptation to regard themselves, and the work they do, as 
essential and indispensable? There may be some notes of this theme in the 
Managing Board's recommendation, but it should also be emphasized that 
O.E.E.C. has achieved something new in the field of international economic 
co-operation, a willingness on the part of member countries to submit their 
plans and policies to an international organization, to subject themselves to 
cross-examination and criticism that in the end are bound to aftect the policies 
that are ultimately put into effect. It is in this way that almost imperceptibly— 
and by the most desirable and empirical approach—the economic unity of 
Europe is being created. It would be a thousand pities if the momentum behind 
this movement and the organization that has already grown up with it were to 
be utterly lost in a stampede, even a collective stampede, to convertibility. 

The whole question of a move to convertibility was given a further airing 
in Bonn, where Mr. Butler visited the German Ministers immediately after the 
Paris meeting. In a subsequent press interview, Dr. Erhard, the West German 
Minister for Economic Affairs, advanced the view that this would be the last 
year of the European Payments Union and that in his opinion convertibility 
would be achieved within the next twelve months. It is well to put on record 
Dr. Erhard’s views of some of the conditions in which that convertibility will 
be secured, since those views must have come hot from the conference room 
lately vacated by Mr. Butler. Dr. Erhard announced that Germany would 
adopt the British approach to convertibility, establishing first the convertibility 
of non-reSident accounts and working from that towards the convertibility of 
German resident accounts. He thought that the grant of convertibility to 
residents would put no very great strain on the mark because, as he wisely 
remarked, ‘‘ once permission to transfer money abroad is granted, we have 
always found that the urgency to transfer suddenly declines ” 

The next move towards convertibility in Germany will be a further liberali- 
zation of dollar imports. Dr. Erhard declared himself to be opposed to greater 
lexibility of rates of exchange and believes that convertibility should be based 
on a fixed parity flanked by the normal gold points. He thought, however, 
that each country should be granted a transition period, at the end of which 
it should be given an opportunity to readjust its rate of exchange in the light 
of experience gained during the period of transitional convertibility. Dr. 


| Erhard suggested that substantial stabilization credits should be provided 
by the International Monetary Fund in conjunction with the Federal Reserve 


System, although he added that he thought the size of these reserves was less 
important faiing the determination of whe countries concerned to defend their 
convertible currencies and exchange rates by a sound credit and commercial 
policy at home. These remarks sum up a great deal of wisdom on the tangled 
subject of convertibility. They evoke ochawe of many of the things that “the 
Chancellor of the Exchequer has been saying on the subject over the past few 


months. They also conjure up the prospect of a fairly rapid advance towards 
the goal. 
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Tackling Europe's Export Subsidies 


S Western Europe presses on with its preparations for more decisive steps 

towards a free system of international trade and payments, each existing 

special interference with ordinary commercial influences on its traders 
acquires an especial importance. Even the plunge into convertibility of 
European currencies into dollars would be of only limited significance while 
arbitrary barriers to trade remain in the form of restrictive and discriminatory 
import licensing or systems of monopoly purchase by Governments. The 
West European countries considered as a whole have gone far in the past few 
vears in dismantling their trade restrictions—notably on imports from the 
non-dollar area, but in many instances on dollar goods as well—and in throwing 
open imports to private trade. But the artificial interferences with the flow of 
international trade that grew up in the long years of direct controls were so 
labyrinthine that the restoration of the rule of market forces still demands 
efforts to amend or abolish a host of further practices. Foremost among these 
are special governmental measures to subsidize, directly or indirectly, all or 
certain kinds of exports. 

Many of these artificial export incentive schemes are intricately interwoven 
with systems of internal taxation, and their distorting effects on trade are 
therefore rather less obvious and more difficult to classify or even identify, 
than those of the most blatant devices. Especially for this reason, their dis- 
mantling has lagged behind that of the more clear-cut forms of restraint in 
this and other spheres of trade and payments. A vear or so ago, indeed, there 
seemed a danger that the drive towards freedom would be partially frustrated 
by a competitive race in export subsidies. Now, thanks largely to the efforts 
of the Federation of British Industries and its sister organizations in the 
Council of European Industrial Federations and to the separate efforts of the 
O.E.E.C. and of the International Monetary Fund, that danger is very 
largely passed. Some of those who were the worst offenders, particularly 
Germany and the Netherlands, have, under pressure from these bodies, 
abolished important parts of their system of concealed export subsidies ; 
and Governments of all O.E.E.C. countries have respected the plea of European 
industrialists themselves, speaking through their federal council, that they 
should not introduce any new schemes of artificial export promotion in the 
immediate future. Finally, last month’s talks between Mr. Butler and Dr. 
Erhard appear to have resulted in a broad measure of agreement on the 
elimination of the more objectionable German practices still in operation. 

Important progress has thus been made by ad hoc efforts ; but the signi 
ficance of this achievement has been eroded by the fact that the wider and more 
ambitious attempt made through the O.E.E.C. to secure first a definition and 
then complete abolition of objectionable export incentive schemes within 
Europe has so far come to nought. Bilateral negotiations to abolish artificial 
incentives to exporters—or, indeed, any other governmental interferences with 
trade—are rarely sufficient in themselves. Comprehensive results can hardly 
be expected unless the effort is a wide and multilateral one—if only because the 
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political pressures of private exporting interests become irresistible when the 
Government cannot point to a reasonable guid pyro quo. For this reason it now 
appears that any further substantial dismantling of European subsidy schemes 
—including perhaps the working out of the tentative agreement reached last 
month in Bonn—must take place by joint action within the framework of a 
code laid down by the O.E.E.C. A practical precedent is provided by the 
familiar code of import liberalization worked out in 1951, which enjoined all 
member countries to dismantle quantitative restrictions on prescribed and 
rising proportions of their imports from member countries, except in defined 
extenuating circumstances. 

There are two major obstacles to agreement upon a parallel code to regulate 
export incentives. The first is the special position of France, whose basic 
economic position is still so weak that it is loth to abandon the highly important 
special incentives it grants to its exporters. The second and perhaps more 
fundamental obstacle is the great difficulty in securing agreement on a defini- 
tion of just what practices do afford ‘ objectionable ”’ incentives to exporters. 
The measure of this difficulty has been clearly shown in the labours of the 
Council for European Industrial Organizations. The council was eventually 
able to reach agreement on the principles on which the acceptability of an 
export incentive should be judged ; but on the question of actual definition it 
was forced to the lame conclusion that “ everyone knows what is meant by an 
undesirable incentive, whether he can give it a definition or not ’’. 


WHAT Is AN UNDESIRABLE EXport INCENTIVE ? 

The F.B.1. did, in fact, attempt a definition of its own. It considered as 
objectionable “‘ any government-operated scheme making it profitable for an 
exporter to sell abroad at prices less than he could afford to do in the home 
market . The principle underlying this criterion is the basic principle of the 
free market economy : that the “ correct’ deployment of resources is that 
achieved in response to the free play of market prices. In the context of 
international trade the market prices that influence the trader are, of course, 
prices as expressed in units of home currency, and exports at once become more 
profitable if the exchange value of the home currency depreciates (especially to 
exporters who habitually invoice in foreign currency). But export ‘‘ incentives” 
given by a necessary and general depreciation of a currency are, of course, quite 
unexceptionable, as such ; the depreciation is itself a manifestation of the play 
of market forces. So far from creating discrepancies between prices (always 


in terms of home currency) obtainable at home and abroad, it is the very means 


| of eliminating them. It often happens, however, that countries whose exports 
| are under pressure are unwilling to apply the orthodox corrective of domestic 





disinflation, and yet long resist a depreciation of their exchange—partly in the 
interests of ‘‘ stability ’’, partly through fear of retaliatory and ‘“‘ competitive ”’ 
devaluations, and especially because of the deterioration that it would be likely 
tocause in their terms of trade. Many of the ad hoc measures to aid exports have 
their origin in the desire to bolster up an uneconomic rate of exchange because 
of these fears of devaluation. And this procedure often seems the more 
attractive when the pressure is falling upon particular exports or particular 
The 
ad hoc aids to exports will, of course, also involve a deterioration in the terms of 
But the 
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advocates of these devices contend that they enable the aid (and its associated 
cost) to be limited to the fields in which it 1s calculated to have most effect, 
instead of being broadcast where it 1s not needed, while at the same time the 
home-currency cost of imports is kept (more or less) unchanged. 

Especially since the war, these artificial aids for exporters have extended 
far beyond the simple pattern of direct export subsidies. The high degree of 
governmental restraint upon and intervention in the domestic economy has 
created both the means and the opportunity for developing novel and intricate 
and often concealed forms of aid. Inevitably, the weight and incidence of 
domestic taxation, of subsidies, and of exchange control and the rest vary very 
greatly from one country to another ; and where a given domestic burden 
looks high in relation to its nearest counterpart overseas, the Government often 
tries to ease the resultant pressure put upon its exporters. In consequence, 
taxes are refunded or compensating advantages given to exporters ; and the 
knotty question arises whether—and, if so, to what extent and in what con- 
ditions—such arrangements constitute undesirable incentives. 

Certain tvpes of export incentive schemes have already been universally 
acknowledged to be undesirable. Summarized facts about schemes of these 
‘condemned "’ types that still operate in Western Europe are set out on 
page 331. This list does not include the few direct export subsidies now operat- 
ing in Western Europe (those granted by France on certain agricultural 
exports destined for French overseas territories are the most important) ; 
it also excludes a number of practices that many consider to be of doubtful 
acceptability. These will be discussed below. 





CURRENCY RETENTION AND TAX REBATES 

Perhaps the most blatant form of artificial export incentive obtaining in 
Europe is the foreign currency retention scheme. The existence of import 
restrictions or exchange control automatically sets a scarcity price on foreign 
exchange, so that if exporters are permitted to retain a proportion of their 
foreign earnings they are being subsidized to the extent of this scarcity value. 
This is equally true whether. the exchange is allowed to be sold freely to 
importers or restricted to the import of certain goods in connection with the 
exporters’ business ; in either case the exporter secures a supplementary 
profit or equivalent advantage. The practice therefore constitutes a concealed 
exchange depreciation applying to all or certain exports—except where it 1s 
restricted simply to permission to exporters to maintain working balances in 
foreign exchange (as under the present German scheme). All other forms of 
retention schemes offend against the rules of the International Monetary Fund 
for the protection of exchange parities. 

At one time currency retention schemes, in particular those restricted to 
dollar trade, were rife in Western Europe, being operated not only by countries 
in weak exporting positions such as Austria and France, but also by the strong 
creditors, Germany and the Netherlands. The campaign of the I.M.F. and the 
O.E.E.C. did, however, prove successful by the second half of 1953, when both 
these countries modified the objectionable features of their schemes. This 
did not, in fact, involve any great sacrifice, since the far-reaching liberalization 
of dollar imports and payments regulations that was subsequently introduced 
by both countries would, in any event, have greatly reduced the scarcity value 
of retained exchange. It is in France, where imports from both the dollar area 
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and Western Europe are still very considerably restricted, that retention 
devices provide the greatest effective export subsidy. France still allows its 
exporters to retain (for restricted use) 15 per cent. of earnings from sales to the 
dollar area and Io per cent. of the proceeds of other exports. The only other 
important O.E.E.C. country still operating an “ objectionable ’’ currency 
retention scheme is Italy. 

A greater difficulty in the problem of definition arises where the schemes 
prov ide for tax rebates to exporters. In most cases there can be no objection to 
the practice, followed by nearly all countries, of exempting exporters from a 
sales tax (such as the British purchase tax or the continental turnover or 
production tax), or even to a rebate to the value of tax paid on goods exported 


EXPORT SUBSIDY SCHEMES IN WESTERN EUROPE* 


Currency Retention Schemes Differential Tax Concessions 
Denmark. ‘Equivalent of 10%, of proceeds France. \e-imbursement of social security and 
of exports to the dollar area made avail- salary taxes (amounting to roughly 30% 
able for import of unregulated goods from of wage bill) for exporters of all but a few 
certain non-dollar countries. goods ; amount according to export 


; turnover. 
France. 15°, of dollar export proceeds and 


10°, of proceeds of other exports retain- Germany. eduction of income or corpora- 
able for purposes related to export business. tion tax, now at 45°,, to extent of 3-33% 
10%, of unused balances must be repe- al export turnover for exports ot certain 
triated quarterly. classes of manufactured goods. —Reduc- 
Proceeds of certain minor exports tions of 13% for merchants, of 0-10% 
transferable at a premium to importers of mm respect of transit trade, of 1-4% im 
certain restricted goods. 10%, of proceeds respect of transport and certain services 
of certain exports retainable for import rendered abroad. — 
of investment goods and raw materials. Determent of income or corporation 
Other minor retention schemes. tax, to equivalent amount of actual 
reduction of tax, allowed to certain 
aly. 50°, of dollar earnings retainable by manufacturers, merchants, etce., in addi- 
exporters and freely re-saleable. tion. Payments then spread over Io years. 


* Tabulation excludes certain insignificant schemes and all export incentive schemes not 
involving an element of financial subsidy—such as, for example, exemption of exported goods 
trom U.K. purchase tax and refunds to exporters on the Continent of turnover taxes. 


ina later stage of manufacture. Such taxes are imposed for domestic reasons, 
and the fact that they are not levied on exported goods in no way encourages 
the exporter to undertake a transaction that would be unprofitable in default 
of governmental interference. In so far as the purchase tax discourages con- 
sumption on the home market it does, of course, give an incentive to traders to 
sell abroad—as does any disinflationary policy and as does devaluation. This 
kind of specific tax concession is, in fact, almost analogous to the granting of 
licences for raw materials to export manufacturers that would be withheld from 
domestic manufacturers. In neither case does the “ concession ’’ involve the 
government in granting any special financial aid to the exporter. This argument, 
it should be reiterated, does not apply to rebates of direct taxes on exporters, 
whether income tax, social security taxes or salary (“ poll’) taxes, since any 


such rebate enables an exporter to sell in foreign markets at a price that would 


otherwise be unprofitable. It means in effect that the return on sales at a given 
price is greater in export markets than at home ; whereas the net price received 
by the manufacturer does not vary according to whether a sales tax is levied 


ornot. Rebates of direct taxes thus represent a direct export subsidy, quite 


respective of the total general burden of taxation (including general welfare 
levies and the like). 
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The C.E.L.f°. was not able to reach agreement upon which types of tax 
rebate were to be regarded as undesirable, but the Federation of British 
[Industries was outspoken in its condemnation of any concession to the exporter, 
as opposed to the exported product. To-day the main opposition to the British 
view comes from France, which grants its exporters remissions in social security 
contributions (amounting to some 30 per cent. of wage bills) that permit a 
reduction of as much as 20 per cent. in export prices. The German rebates of 
income and corporation tax were estimated to average between 2 and 3 per 
cent. of export turnover when the rate of tax was 60 per cent. ; now that it 
has been reduced to 45 per cent. the benefit to exporters is reduced corre- 
spondingly. And the German Government has intimated that it will do its 
best to persuade the Bundestag not to renew these rebates next year. 

Although currency retention schemes and rebates of taxation are by far 
the most important forms of export incentive devices now operating in Euro- 
pean countries, the debate in both the C.L.E.F. and the O.E.E.C. has at times 
been extended to a host of practices integrally connected with domestic 
economic policy. It has been contended that artificial export subsidies result 
from domestic subsidies on food, raw materials or housing ; the granting of 
priorities in control over capital issues or allocation of scarce raw materials ; 
dual pricing policies pursued by public corporations ; and the extension of 
governmental export credit facilities. 

But, on the basis of the reasoning employed above, general subsidies that | 
influence the prices of goods destined for the home market equally with those | 
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for export markets cannot create an artificial incentive to export. Neither can 
the granting of priority for scarce goods or finance; this may encourage export- 
ing, but it cannot make it remunerative at prices otherwise unprofitable. Dual 
pricing by a State monopoly nowadays is not, as might at first appear, analogous 
to the old-fashioned (and objectionable) “‘dumping”"’ of goods on export 
markets at less than their home price. Continental countries have objected to 
dual pricing by Britain's nationalized coal and steel industries on quite opposite 
grounds : they have claimed that the lower prices obtaining in the home market 
than in export markets for British coal and steel scrap give the whole of 
British industry using these materials an unfair competitive advantage. But, 
precisely because the ‘* advantage " is general, this argument falls into the same 
traps as does the general contention about domestic subsidies. In any case, 
the Coal Board's latest increase in home prices has now removed most of the 
differential. 


EXPORT CREDIT FACILITIES 

The question of Government aid to exporters in granting credit facilities 
deserves rather more attention. Clearly there can be no objection to a State 
body such as the Export Credits Guarantee Department undertaking the task 
of insuring against commercial default or cessation of exchange transfers so 
long as that body is run on commercial principles—as both the E.C.G.D. and 
its German equivalent, the Hermes Kreditversicherungs A.G., broadly are 
run. On the other hand any Government guarantee—and, a fortiori, any 
direct grant—to exporters that goes appreciably beyond the limit of what 
would be commercially justifiable must constitute a form of export subsidy. 
Unfortunately, any such practices are inevitably very difficult to trace. It is 
certain, however, that the sensational stories that have periodically gone the 
rounds of the activities of the German Government in financing German 
exporters credits of an inordinate length have, in every case, lacked foundation. 
The German banks have certainly by tradition granted credits of longer length 
than would be considered prudent by English bankers, but on a purely com- 
mercial basis. And although the British E.C.G.D. has made some losses in 
recent years that may reflect upon its commercial judgment at the time, its 
aim for the preponderant part of its business is to act commercially. It does. 
indeed, appear that it is the French Government that is the bad offender in 
underwriting, as unobtrusively as possible, credits that French exporters, 
hampered by high prices, feel they must grant to secure a contract. 

Notwithstanding the infringements of normal commercial practice that do 
take place in this field, the problem is so intricate and lends itself so ill to inter- 
national comparison that the O.E.E.C. might find it wise not to let the resultant 
disagreements stand in the way of the preparation of a code on the more 
common type of objectionable incentive schemes. Now that progress on other 
forms of trade and payments liberalization is so far advanced, the ever-more 
competitive nature of world markets must not be permitted to check the good 
progress that has recently been made in dismantling Europe’s uneconomic 
export incentives. One of the most important tasks now facing the O.E.E.C. 
is the conclusion of the final stage in that progress—the capping of private and 
bilateral agreements by the conclusion of a multilateral code of conduct. It 
should not be deterred in its efforts by the knowledge that this is the stage that 
has so far proved to be the most delicate. 
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The Economics of Dependency 


Burden of Pensions in Perspective 


By Leo T. Little 


Kk are passing from the perambulator economy into the bathchair 
W ceonoms’ At the beginning of the twentieth century every worker in 

Britain supported on average 0.70 children under school age and 0.14 
pensioners. In 1951, the average number of children supported by each worker 
had fallen to 0.49, while the average ratio of pensioners had grown to 0.30. 
By 1977, according to estimates based on the statistics compiled by the Royal 
Commission on Population, the corresponding figures will be 0.42 children 
and 0.44 pensioners. 

These figures illustrate the extent of the swing in the British economy from 
juvenile dependency to pensioner dependency; but they serve also to correct 
some prevalent misconceptions about the trend of total dependency. The 
common assertion that the increase in the number of old people must mean that 
the working population will have to carry a much heavier burden of dependency 
than before is not necessarily correct. If a child of school age is taken, as a 
first approximation, as the equivalent of a pensioner in degree of economic 
dependence, it appears that the working members of the community will 
be bearing only a slightly heavier burden twenty-three vears hence than 
they are bearing to-day (0.86 persons as against 0.79 persons per working 
member). The burden will actually ‘be almost the same as that borne fifty 
vears ago (0.84 persons). And if, pace the feminists, women “ not gainfully 
occupied "’ are included among the dependents, the conclusion is reinforced. 
There were 0.46 such women to every worker fifty years ago, 0.41 In 1951 and 
in 1977 there will be only 0.40. 

It is important to bear in mind that all these projections are based upon 
certain assumptions about fertility and mortality, assumptions that may be 
falsified. They are also based upon social and legal arrangements of a changing 
nature. ‘‘ Children of school age’, for example, are not a constant species. 
In the pre-1g51 figures a boy or girl ceased to be counted in at the age of 
fourteen; but the 1951 estimates given here, and those for 1977, group as 
dependents all children under fifteen. By 1977 the minimum school-leaving 
age may be sixteen, seventeen or even more, and the number of young depen- 
dents may thus be very much larger than the figures suggest. Again, the 
estimate for 1977 takes 60 per cent. of women aged from 15 to 59 as non- 
gainfully occupied, roughly the same proportion as in 1951; but it is clearly 
possible that the percentage may be substantially changed over the next 
generation. Equally, ‘“‘ pensioners’’ are here defined as all men of 65 and 
over and all women of 60 and over; but a proportion in this category continue 
to work, and this proportion may also alter in coming years. 

None the less, the known factors—as distinct from the unknown, which 
may be assessed according to taste—show pretty conclusively that the shiit 
in dependency from young to old is a demographic feature of great economic 
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importance, while the foreseeable change in total dependency may or may not 
prove to be of comparable economic significance. It seems a pity, therefore, 
that a recent study by a research group of actuaries,* from which the figures 
quoted are taken, recognizes this conclusion without devoting any attention 
to the relative economic cost of juvenile and pensioner dependency. The 
group assesses by dint of the most conscientious labour, in what measure the 
working population will be increasingly responsible for supporting unpro- 
ductive pensioners; it then estimates the consequent increase in the segment 
of the total national product going to the retired; and finally it carefully 
examines the economic implications of creating pension funds to finance a 
large part of this draft upon the national product. 


WHicH Way TotaL DEPENDENCY ? 

All this presents more than a half but not quite the whole of the picture. 
The central task of a complete study of the consequences of moving out of the 
perambulator economy into the bathchair economy would be to weigh 
carefully the cost of a perambulator against the cost of a bathchair. It would 
compute the value of the food, clothing, education, and so on, given to the 
child before he works and compare it with the economic cost of the food, 
clothing, tobacco, beer, and so on, consumed by the pensioner. The assumption 
made by the research group (and followed here) that the economic cost of a 
dependent child may be taken as equivalent to that of a dependent pensioner 
may well be very wide of the mark. And if it does cost more to support a 
child than a pensioner, the total burden of dependency upon the working 
population may be,much less in 1977 than it is to-day. We do not know; 
but here is a field in which other researchers, who should be economists and 
statisticians, might attempt to supplement the admirable job of work performed 
by the group of actuaries. Until this supplementary research is undertaken 
the trend of total dependency cannot be assessed. Consequently, discussion 
of the consequences of our becoming a nation of pensioners should never lose 
sight of the fact that we shall then no longer be a nation of babes, sucklings and 
schoolchildren, as by reason of the great fertility of the late nineteenth century 
we quite emphatically were in 1901, and less emphatically are to-day. 

This is the important reservation that should be continually borne in mind 
in following the work of the research group. The group estimated that pen- 
sioner dependency will rise by almost 50 per cent. over the next twenty-five 
vears; the number of pensioners (on the definition given above) is expected 
to rise from 6.62 millions to 9.71 millions, while the working population is 
expected to remain practically constant (22.06 millions in 1977 against 22.20 
millions in 1951). There issome reassurance, duly brought out by the actuaries, 
for those who, even in the face of our major reservation, are overcome by what 
they regard as a prospect of economic senility. If another 10 per cent. of 
women were to enter paid employment, bringing the proportion gainfully 
occupied up from 40 to 50 per cent., the ratio of pensioners to employed 
persons expected in 1977 would fall from 0.44 to 0.41; and the much reduced 
dependency of women would bring the ‘ Index | ' of total dependency down 


—_—_ ——— ee 


‘T “he Growth of Pension Rights and their Impact ¢ on the National “Economy. A Study —— d 
for the Institute of Actuaries and the Faculty of Actuaries by a research group consisting of F. 
Bacon (chairman), B. Benjamin and M. D. W. Elphinstone. 
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from 1.26 to 1.12. At this point the burden of dependency would be lower 
than at any time since the beginning of the century—or, it may be added, 
than at any time for a long period before that. 

The research group does not discuss the possibilities of women being less 
or more inclined to go out to work, and any attempt to do so must clearly be 
largely a matter of speculation. Yet it is probably true to say that if the 
weight of the burden of maintaining the growing number of pensioners required 
it, almost any desired alleviation of total dependency could be secured by 
making inducements attractive enough to coax the necessary number of 
women into work—full-time or part-time—outside the home. A real measure 
of equal pay might constitute the economic price of “‘ carrying the pensioners ”. 
Again, if men were to retire not at the assumed age of 65, but at, say, 67, and 
half the women now assumed to retire at 60 were to retire instead at 62, the 
index of total dependency in 1977 would fall to 1.06. To be sure, the research 
group is somewhat sceptical of the advantages of extending people’s working 
lives : absence through sickness would be more prevalent and the younger 
workers who were looking for promotion would be antagonistic. But this 
scepticism may be somewhat exaggerated. 

Estimation of the full implications of the ageing population requires the 
indices of dependency to be cast into financial form—into the money cost of 
the pensions to support the retired. Here the research group gives some very 
valuable and original statistics, notwithstanding its warning that the figures 
are necessarily subject to a wide margin of error. It estimates the present 
numbers of those included in pension schemes, of actual pensioners, and of 
the totals of pension contributions and of pensions paid throughout the whole 
economy. These estimates are reproduced in the accompanying table. 

The table shows that of the 6.3 million persons covered by pension schemes, 
in industry and the public services, some 5 millions are men (constituting about 
a third of the total of men in paid work and below pensionable age) and about 
1.3 millions are women (about a fifth of the corresponding total of women). 
Pensions now contracted for are costing some {600 millions a year at present; 
but their cost is expected to rise to about £1,200 millions a year in thirty years. 
Of this, some £820 millions will be needed to cover State pensions, £140 
millions for private schemes in industry, and {£60 millions for life office schemes 
run for industry. The research group next calculates that if total pensions 
received from all sources by pensioners and their wives amount to two-thirds 
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of their average earnings throughout their working lives, the maximum 
pension outgo in 1984 would come to 41,700 millions (on the convenient but 
unreal assumption that national income remains unchanged in the meantime)*. 
If it'is assumed that widows receive something approaching a half of their 
husband's pension, estimated total pensions in what we may call the * Pen- 
sioners State ’’ would rise to 42,100 millions. 

The group takes the national product net of depreciation on fixed assets at 
{15,000 millions at market prices. The £600 millions of present pensions 


COST AND COVERAGE OF PENSION SCHEMES 
Contributions 


Number (of emplovers Number of Pensions paid 
covered and emplovees) pensioners 
(OOO 8} +1) OOO S$ i} 
Public Services : 
Civil Service .. - 630 Oo 25 
Local Government .. 450 20 100 l4 
Teaching os 280 ae K> 18.5 
National Health Service 370 21 LO rs 
Pohce and Fire Service 107 2 40 tl 
1,837 Od 34] =O 
Industry : 
Private schemes 2,500 FOO 200 30 
Life office schemes 1,400 ol $0 4 
Coal-Mining .. = 540 7 LO 0.25 
t), 300 «40 00 105 


State Pensioits : 
Forces. . a a a - a 1 SO »S 
War | leneiena® 


1.000 77 
National Insurance ; - .. 210 4,200 330 
Non-contributory old age pensions + 375 22.5 
National Assistance supplementary pensions ss QO 37 
Total ss oe “a ba .. 450 7,300 600 


*Disablement rather than retirement pensions, but included in total since largely paid 
throughout life. 


amount to 4 per cent. of this income ; the estimated £1,200 millions of pensions 
due on present contracts in thirty years’ time to 8 per cent., and the £2,100 
millions of pensions in the Pensioners’ State to 14 per cent. ‘‘ The maximum 
increase in the pensions bill ’’, conclude the actuaries, “‘ may thus be put at 
10 per cent. of the (present) national income ’’. Assuming still that the national 
income remains unchanged, this means that the working population, which now 
takes about two-thirds of total national income, would suffer a reduction of 
some 6 per cent. in its standard of living to support the pensioners on the 


*The research group states that in 1977 the number of pensioners will be 24 per cent. of the 
number of gainfully occupied persons (this assumes that all men over 65 and 30 per cent. of women 
over 60 will be pensioned in their own right). These pensioners will absorb 16 per cent. (two- 
thirds of 24 per cent.) of the total income of gainfully occupied persons. In 1952 this income 
amounted to some {10,400 millions, and 16 per cent. of that figure is £1,700 millions. It should be 
noted however that among those in retirement in 1977 will be many w ho will have been working 
for anything up to 45 to 50 years before 1952, and their average earnings ey poh — wi king 
lifetimes are likely to be, on the whole, much less than was the average figure in 195 This factor 
would suggest that the research group’s estimate of {1,700 millions as the maximum burden of 
pensions is too high. On the other hand, it is probable that between now and 1977 wage and 
salary earners will take a larger share of the national income than they took in 1952, so that the 
estimate of {1,700 millions would be too low. My own guess would be that the second factor will 
outweigh the first and that the estimate of 41,700 millions is thus a slightly modest one. 
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basis of existing contracts and a reduction of up to 15 per cent. to carry the 
full burden of the Pensioners’ State. 

The prospect naturally changes appreciably when the quite unrealistic 
assumption that the national income will not change is discarded. An increase 
in real national income at the pre-war annual rate of 1.5 per cent. would amount 
over thirty years to 560 per cent., bringing total national income at current 
prices to £23,000 millions. At an annual rate of increase of 3 per cent., which 
obtained from 1947 to 1951, real income would rise by 143 per cent., to £36,000 
millions. Allowing for other claims upon the increment of the national product, 
and also for contingencies such as a secular worsening of the terms of trade, a 
decline in inventiveness or a stagnation of technology that would make past 
experience an unduly favourable basis for estimation, it 1s, as the researchers 
sav, difficult to believe that the £1,500 millions a year required to maintain the 
Pensioners’ State could not quite easily be found. Taken alone, it requires an 
annual increase of but 0.2 per cent. in production per head. The economic 
strains of the economy of bathchairs have thus been commonly greatly 
exaggerated. This particular anti-Malthusian bogy ought to be exposed for 
what it is, and the research group has made a promising start. 

One feature of provision for pensioner dependency 1s particularly lethal to 
the bogy. Pension schemes outside National Insurance and Government 
provisions are normally “ funded’. That is to say, contributions are paid 
into a fund, by employees or employers or both, on a scale sufficient to build up, 
at some date, a fund equal to the value at that date of all future pension out- 
goings less the value of all future contributions. The creation of such a fund 
is a form of increasing the community's total savings ; and if these are har- 
nessed to augment the supply of productive capital, the pensions scheme 
contributes to the very expansion of the national income needed for its future 
disbursements. 

Admittedly there are lags, leakages, frictions and imperfections in this 
process. lor example, saving by way of pension contributions may, as the 
research group points out, be at the expense of other saving (particularly 
endowment policies, but also saving outside the orbit of insurance) ; and the 
resources accumulated in money form are not all in fact translated into pro- 
ductive assets : the cautious investment policies of the insurance offices and 
pension funds are notorious. Nevertheless, it is broadly true that at maturity, 
and even before, a funded pension scheme is in considerable degree self-sufficient 
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economically and not merely financially (which, be it noted, provision for 
juvenile dependency can never be). An unfunded scheme, in contrast, has 
always to receive financial subventions from some source ; it involves dis- 
saving and is thus economically parasitical. Present savings made through 
pension funds are put by the research group at some {170 millions per annum, 
of which {90 millions is for private schemes and {£50 millions for schemes 
operated by life offices. 


FINANCIAL AND ECONOMIC PROBLEM IN NATIONAL INSURANCE 

The question now arises whether that part of the National Insurance 
scheme representing provision for retirement benefits should be funded to 
eliminate the big subventions from the Exchequer that are in prospect (expected 
to amount to £420 millions by 1977). The aim would be to make the scheme 
largely self-supporting economically through forcing the public to provide the 
counterpart of future outgoings in savings, made available to the Government 
in taxes. The researchers consider this question at length ; and their negative 
answer seems indisputably right. Funding over twenty years would mean that 
during that period there would have to be additional annual payments into 
the scheme of some $470 millions. Apart from some minor objections to 
funding, it is clear that a net increase in total savings of this order of magnitude 
could not be brought about simply through the Government budgeting for a 
surplus of equivalent size ; for the increase in the level of taxation that would 
be required at this time of seemingly irreducible expenditure would inevitably 
cut back hard on private savings. lor the foreseeable future at least, therefore, 
the budgetary problem makes unthinkable an attempt to put National 
Insurance on an economic basis through funding. The financial problem stands 
in the way of a solution to the economic problem. 

Whilst the major anti-Malthusian bogy should be uncompromisingly laid 
low, there may be other such bogies of more substance. The research group 
confines itself to a projection into the next thirty vears ; and over such a long 
span of time the national income is so variable upwards that the worst that 
reduced fertility and greater longevity can involve is, as has been suggested, 
likely to be quite comfortably withstood. But the prospect in the shorter 
term seems more disturbing. Some detailed estimates for the position five, ten 
or even fifteen years ahead on the lines of those in the present report would be 
most useful. It is to be hoped that the report of the Phillips Committee, 
on the economic and financial problems of providing for old age, which ts 
expected towards the end of this year, will fill in some of these statistical blanks. 

It might at first blush be thought that estimates for the next ten or fifteen 
vears would not show an increase in the burden of pensions at all dispro- 
portionate to that displaved in the report for the longer period ; but one has 
an uneasy teeling that they might. In the first place, pension schemes in 
industry would naturally tend to grow further if the more favourable tax 
treatment of pension contributions recommended by the recent Millard Tucker 
Committee on the Taxation Treatment of Provisions for Retirement were to 
be implemented. If the estimates of the Inland Revenue quoted by the 
committee are taken at their face value, such expansion would be very sub- 
stantial, and would involve a material increase in the burden of pension 
payments within only ten or fifteen vears. Again, the many pension schemes 
inaugurated since the war have hardly vet matured into paving agencies ; 
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but they will largely have done so by about 1965 or 1970. During the next 
decade or so there will further be very large maturities of endowments taken 
out by individuals. 

Most important of all, however, the National Insurance scheme is this year 
in deficit over its whole range for the first time and will from now on move 
progressively into the red. On the basis of present benefits and contributions, 
it will be in deficit to the tune of more than {100 millions in 1958, of £200 
millions in 1963 and of £275 millions in 1968. Moreover, it seems possible that 
retirement benefits, which will be responsible for the greater part of the deficit, 
will have to be raised; so that unless the rise were offset by increased contri- 
butions the deficits would be larger still. And supplementary assistance is 
likely also to cost very much more. The complete story on retirement benefits 
will appear when the Government Actuary presents his first quinquennial 
report, probably towards the end of this year. It is bound to be a gloomy one. 

It would be imprudent to count on steady advances in national income to 
take up the load of larger pension payments in this less distant future. For 
even if productivity does increase appreciably, there are other immediate and 
urgent claimants upon its fruits—industrial investment at home, larger exports 
to permit more investment abroad, higher living standards for the working 
population, and defence. But outweighing all else is the budgetary difficulty. 
At the tax rates of this dav and age, failure of the scheme of retirement benefits 
to pay its own way cannot be remedied through the Exchequer harnessing the 
necessary extra savings ; and it is accordingly imperative to avoid the pros- 
pective deficits. The major problem of pensions is nearer in time than the 
researching actuaries have placed it ; and it is more largely a financial one than 
they have deemed it to be. 


British Banks in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


AYFAIR even to-day conjures up a picture of personal opulence—a 

reputation earned from the eighteenth century when it came to be the 

favourite locality for the town residences of the aristocracy. But its 
origins go much further back than that, to the thirteenth century, when Edward 
I allowed an annual fair to be held in the fields beyond the metropolis. That 
May fair, like those at Vauxhall and Ranelagh, became a happy hunting ground 
for the gentry and quality in the eighteenth century ; it was suppressed by 
Parliament after degenerating into a place for drinking, sideshows and the 
resort of persons of a doubtful reputation. 

Perhaps the heyday of Mayfair as a residential area was in the Edwardian 
period, when nearly every house in Park Lane housed some person of wealth 
and ‘‘ quality’. A few of those bow fronted houses remain to-day. But after 
World War I the “ to let’ and “ for sale’ notices began to appear and the 
‘twenties ushered in the new era that may yet turn Mayfair into London's 
business quarter. The influx of commerce has been speeded up in recent 
vears as firms have been induced to move into Mayfair by the delay in 
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i tebuilding blitzed sites in the City. In regrettably few cases have attempts 
_been made to harmonize the new structures with the Georgian. 
| One of the successful ones, dating from 1935, is the home of Martins Bank 
Curzon Street. Only the ground floor was designed for the bank, the archi- 
tects being Messrs. Elcock and Sutcliffe. The large white-painted bow window 
|Sespecially charming. Above the door is the golden grasshopper that, together 
with the Liver bird, is the bank’s symbol. The former is mainly used in the 
London and Kent areas and is connected with Sir Thomas Gresham * Martins 
cupies in Lombard Street the site of Gresham’s sixteenth century trading 
jit the “‘ sign of the grasshopper ”. 
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Switzerland’s Surplus of Capital 


By a Swiss Correspondent 


BaAsLE, Mid-May 

LTHOUGH it lies geographically in the heart of Europe, Switzerland 
A\ sires few of the economic problems of its neighbours. The balance of 

payments has been persistently in surplus; the Swiss franc has always 
been convertible into dollars for Swiss residents; and, far from being depen- 
dent upon foreign aid, Switzerland has found itself with an embarrassing 
surplus of foreign funds on its hands. The country has thus been spared the 
periodic economic crises so familiar in Britain, France and other Western 
European countries; and the problems it does face stem from its very success 
in maintaining its status as a creditor country—perhaps the only creditor 
country left in Europe to-day. The most striking Swiss economic and financial 
problem is one that is felt less by the economy as a whole than by bankers 
and savers: the glut of liquidity, leading to ever-falling rates of interest that 
have made Switzerland the country with the cheapest money in the world. 
This article will seek to explain how this has come about; but first it is neces- 
sary to sketch the general background of the shape of the Swiss economy in 
its international setting. 

Switzerland is one of the most highly industrialized countries 1n the world. 
According to the Economic Commission for Europe, the percentage of the 
population (of 44 millions) engaged in industry in Switzerland is the highest 
on the Continent, and only slightly below that in the United Kingdom. Swiss 
industry produces an astonishing variety of products, from hydro-electric 
turbines, other heavy machinery and chemicals, down to a mass of consumer 
goods, ranging from textiles and footwear to processed foods and the celebrated 
watches and clocks. And most Swiss industries produce mainly for export. 
Switzerland is almost certainly the industrial country most closely integrated 
in the world market. In 1953 Swiss exports were running at over $420 millions ; 
per head of population exports were thus almost twice as high as those of the 
United Kingdom—at roughly {£95 against just over £50. In addition, of 
course, the large tourist industry and important financial and insurance 
services yield appreciable foreign earnings—estimated at £160 millions gross 
in 1953. If these are also taken into account, it may be said that more than 
one-third of the Swiss national product is exported. The corresponding pro- 
portion for Britain is about one-quarter, and for the United States well under 
one-twentieth. 


BUOYANT SWISS EXPORTS 

This heavy dependence upon foreign markets is the outstanding charac- 
teristic of the Swiss economy. It is an enforced dependence; the country has 
no natural resources of its own (except hydro-electricity) and does not produce 
enough food for its expanding population. Exports are therefore no less vital 
to Switzerland than to Britain; but since the war Swiss industries have faced 
up splendidly to foreign competition on the world market. By 1953 the volume 
of Swiss exports was go per cent. above the 1938 volume and almost double 
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| toa truly astonishing level. 
} per head of population—or nearly ten times the amount per head achieved by 
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that for 1946 ; this is easily the largest expansion achieved by any Western 
European country. Switzerland, of course, escaped the ravages of the war; but, 
unlike other neutral countries that also escaped, it has never experienced a 
dollar scarcity, or inconvertibility of its currency, or import restrictions 
imposed to protect the balance of payments—despite its refusal of American 
dollar aid. And, in recent years at least, it has never known a dearth of 
capital. 

It is not easy to portray this intriguingly unfamiliar picture statistically, 
for the Swiss authorities are conservative, to say the least, in publishing 
economic statistics. To the statistician, indeed, Switzerland is an under- 
developed territory. The figures for national income and expenditure are 
rudimentary; there is no index of industrial production or even any official 
assessment of the balance of payments. Only a broad picture of the structure 
of Switzerland’s external account can be obtained, and that has to be pieced 


BALANCE OF PAYMENTS AND CAPITAL EXPORTS 


1952 1953 
£ millions 

Exports as - = a - ra es é L 387-7 421-0 
Imports c.1.f. .. a “a ai “a - a a - 425°0 414°'0 
Balance of trade és - a aa - - —- 37°3 ’ hae 
Invisibles (net) 03°9 95-0O 
Balance of Current Payments 56-6 - 105-6 
Long term loans to foreign countries 7 o- = o4 20°I 15+ 3 
Bank credits ba - - ms - “a S*4 28-6 
Purchases of securities in U.S., and private dollar balances 44°2 36°3 
Change in balances with foreign authorized banks is ia ee S°9 - I-2 
Ervors and omiissions.. 17°7 —- 10°5 
Total Private Capital Exports 46-1 71-5 
Increase in gold and dollar reserves a ~ — nat 11-°o I9°5 
Increase in credits to E.P.U. ss ag i 7°79 22°4 
Repayment of outstanding clearing del bts b vy foreign countries .. — 7°9 -- 7°7 
Official Financing 10-4 34-2 


together from scattered figures published in diverse business and _ official 
publications or given in parliamentary answers. ; 

The result of this statistical patchwork is set out in the accompanying 
table. This shows that 1953 was an extraordinary year for the Swiss balance 
of payments. The country’s visible exports exceeded its imports for the first 
time in this century (apart from the war years 1916 and 1945 when imports 
were abnormally low). The normal pattern is for Switzerland to achieve a 
sizable surplus on its current payments as a whole while still running a con- 
siderable deficit on visible trade; this visible deficit averaged £76 millions in 
the years 1946-52. But in 1953 the normally high net receipts from invisibles 
were augmented by an increase of 9 per cent. in exports at a time when imports 
were falling slightly, with the result that the surplus on current account rose 
It totalled £105 millions, representing over {23 


Britain last year, if dollar aid is excluded. 
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The table attempts to trace the counterpart of this surplus in exports of 
capital from Switzerland. The figure of £82 millions for total private exports 
of capital is probably not fully comprehensive. For example, it does not take 
account of direct investments abroad by Swiss industrial firms; these and 
several other omitted items may well amount to {25 millions. Together with 
the “ official ’’ exports of capital through the European Payments Union, 
this would bring total Swiss capital exports in 1953 to about £140 millions, 
equal to about 15 per cent. of the national income. In previous post-war 
vears Capital exports were much lower than this, averaging some £30-35 millions 
a year. 

For a small country, even that lower level represents a high rate of foreign 
investment; vet the record amount of capital exports achieved in 1953 was 
still considered inadequate by Swiss financial experts. On the estimates shown 
in the table above, even that year’s capita! exports were below the pre-war 
volume. Moreover, these estimates relate only to the gross outflow, which is 
partially offset by capital flows into Switzerland. Many of these cannot be 
identified statistically, and therefore appear only in the residual item of 
“errors and omissions’. The influx of funds, which has reached considerable 
proportions in post-war years, is thought to be made up of foreign “ flight ” 
capital, repatriated Swiss funds and repayment of previous loans to foreign 
countries. 

Furthermore, not all transactions that are recorded as “ capital exports ” 
entail an outflow of funds from the domestic capital market. The only form 
of capital export that takes funds off the capital market to the full extent of 
its nominal magnitude is the flotation of foreign loans on the Swiss market. 
Yet it is just this form of capital export that has flagged most since the war. 
In the years 1924-38, foreign loans issued on the Swiss market averaged 170 
million francs a year; whereas from 1947 to 1953 they averaged only 130 
million francs—despite the intervening steep fall in the value of money. In 
these last seven years the real value of “‘ genuine ”’ long-term capital exports 
has probably been only about a third as large as it was before the war. In 
consequence, the Swiss capital market has not been getting very substantial 
relief through such exports of capital from the plethora of funds seeking 
outlets for investment. There has been a notable revival quite recently, 
however, in the market for foreign issues in Switzerland. In the past two 
months alone four foreign loans, to South Africa, Sweden, the World Bank, 
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and a French chemical company, have been successfully issued—to a total 
value of 180 million francs. In addition, a group of Swiss banks has granted 
a credit of 100 million francs to an Italian state corporation in Rome. 

The great pressure of surplus liquidity on the Swiss capital market is 
reflected in the continuous decline in long-term rates of interest. For five 
vears now the average vield on Swiss long-term government bonds has been 
below 3 per cent., with a falling trend; and during 1953 it fell faster—from 
2.80 per cent. to 2.52 per cent. in the twelve months to end-December. By 
March of this year it was down to 2.46 per cent. These rates are lower than 
the comparable yields in any other western country (though in recent months 
the margin below yields on U.S. government bonds has been only slight). The 
rates paid by the banks on their bons de caisse (non-transferable ‘‘ deposit 
receipts '’ issued to customers) range from 2 to 2} per cent. for three years, 
and from 23 to 2? per cent. for up to eight years. But despite their ability to 
acquire money at such low rates, the banks are at present so liquid that they 
are loath to accept new money in this form. The rate on savings deposits has 
remained unchanged at 2.3 per cent., but some bankers have forecast that this 
rate cannot be held. Call money is at 1 per cent. and the private and central 
bank discount rates both stand at 14 per cent. 


CHEAP MONEY FROM MARKET PRESSURES 

[t is important to note that these low rates do not in any way result from 
deliberate monetary policy. The Swiss National Bank, as a somewhat con- 
servative institution, neither enjoys the legal authorization (or at least did not 
do so until very recently) nor harbours the desire to pursue a cheap money 
policy. What Dr. Dalton unsuccessfully attempted in 1946-47 and what the 
American Federal Reserve has achieved through deliberate management in 
the past year has in Switzerland simply “ happened ’’—to the growing con- 
sternation of the greater part of financial opinion in the country. And the 
“euthanasia of the rentier ’’ has been a very different process to that fore- 
shadowed by Keynes in the last chapter of his General Theory. Keynes thought 
that in order to evoke the level of investment necessary to ensure full employ- 
ment it would be necessary for the monetary authorities of highly indus- 
trialized countries to force the interest rate to ever lower levels. Yet the 
Swiss monetary authorities have taken no active step in monetary manage- 
ment; they have watched the fall in interest rates from the wings. The 
Swiss rentier is indeed dying a slow death, but it is a natural one. 

The state of the Swiss capital market may be explained in Keynesian terms. 
The falling interest rates are a result of an increase in the quantity of money 
without any simultaneous rise in the public’s demand for liquid assets—its 
liquidity preference has remained throughout at a low level, thanks in part 
to the high degree of stability of the Swiss franc. Despite the falling interest 


tates, domestic investment and external lending do not mount fast enough 


to keep pace with the domestic propensity to save and the imports of foreign 


pan Atl 


funds. The supply of loanable funds may be taken to comprise personal and 
collective saving, foreign flight capital, undistributed profits, debt repayments 


_ by the Government and a number of miscellaneous forms of capital accumula- 
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tion ; a supply that has in every post-war year been greater than the combined 
demand from domestic and foreign borrowers. The banks and other financial 
Institutions, through which this flow of loanable funds is channelled, have 
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consequently been unable to find enough profitable investment outlets for 
their liquid resources at existing rates of interest.* 

This disequilibrium has shown itself especially clearly in the market for 
non-risk capital, or so-called “‘ safe’’ assets. In Switzerland these comprise 
three main forms of security: bonds issued by public authorities and nationalized 
enterprises; bonds issued by the electricity companies for the construction of 
hydro-electric installations; and about 75 per cent. of all mortgage certificates. 
Demand for these securities has been swollen by the expanding resources of 
the institutions that traditionally invest their resources in such safe assets— 
the insurance companies, pension funds and the local and savings banks. 
Their annual demand for the three types of security is roughly as follows: 


Sw. frs. millions 





Private insurance companies .. aa - ‘ee ‘a 300 
Pension funds .. i a ‘a io ie es 400 
Social insurance funds .. 7" Wi a os ~ 500 
Other investors .. 4 - “ - in in 300 

Total demand ... oi es 1,500 





The annual supply of safe assets by borrowers, on the other hand, has settled 
down at about 1,000-1,200 million francs in the last few years. By far the 
greater part of this supply consists of mortgages, the supply of which remains 
buoyant on account of the continuing building boom. 

There are two basic reasons for this disparity—the great increase in demand 
alter the launching in 1948 of the compulsory old-age insurance scheme, and 
the decline in the supply caused by an increase in self-financing in industry. 
The tund of the insurance scheme, which is fed by a 4 per cent. levy on all 
personal incomes, is growing at an annual rate of 400-500 million francs— 
considerably faster than originally estimated. By the end of 1953, its total 
investments amounted to 2,680 million francs, representing no less than 12 
per cent. of the national income. The fund was conceived on the lines of 
commercial insurance practice and accordingly invests its resources exclusively 
in sate assets; and it is commonly agreed in Switzerland that it bears the main 
responsibility for the present glut of funds seeking the equivalent of gilt-edged 
investment on the Swiss capital market. 

The other important factor, the increasing tendency-towards self-financing 
in industry, has become steadily more marked since the end of the war.t 
In the past few years, public issues by private borrowers have totalled less 
than half their value in the years 1936-38—despite the fact that investment 
activity has been considerably higher. The extent of the increasing réle of 
self-finance is illustrated by the fact that over go per cent. of the capital recently 
required for the new hydro-electric schemes came from the electricity com- 
panies’ own resources. 

The economic effects of Switzerland’s ultra-cheap money are a subject of 


considerable dispute. The Swiss Government has, of course, a direct interest 





* The peculiar state of the Swiss capital market was fully analysed as a case-study in Keynesian 


| theorv in an article entitled ‘‘ Euthanasia for the Swiss Rentier?”’ in THE BANKER of June, 


1951.—EbD. 

* This is a factor of technical rather than fundamental significance in explaining the condition 
of the capital market; the self-financing keeps down the supply of securities, but it equally 
keeps savings from entering the market.—Eb. 
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in keeping interest rates down. Recently for example it was able to convert 
a loan of Frs. 250 millions issued in 1942 at 3.25 per cent. to a basis of 2.75 
per cent. repayable in 1972. But bankers, insurance companies and rentiers 
are at one in the shrillness of their complaints, pointing not only to the imme- 
diate impact on themselves, but also to the long-run effect on the nation’s 
savings habits. Yet in an economy whose very problem is that of over-saving, 
cheap money cannot be harmful; the test is whether it has provoked either 
domestic inflation or strain upon the external balance of payments. 

It is true, of course, that investment, and especially building activity, is 
being stimulated by the low interest rates; but that is the very means of 
correcting the disequilibrium by absorbing part of the surplus savings, and 
so far at least investment demand has not been stimulated unduly—that is 
beyond the point of full employment. Any appreciable rise in interest rates 
might indeed severely check building activity, exert a depressing influence on 
business activity and stop the process of adjustment. 

Admittedly, the persistent fall in yields on “ safe’’ securities could be 
due rather to technical frictions in the mechanism of the capital market than to 
fundamental forces; but other evidence does not suggest that the principal 
factors are technical. Switzerland shows no overt ‘symptoms of inflation. 

Wholesale prices have risen by less in Switzerland since the outbreak of 
the Korean war than in any other industrialized country in the western world. 
Swiss wholesale prices, expressed in dollars, are at present only 8 per cent. 
above their level in the first half of 1950, as against 31 per cent. in the United 
Kingdom, 33 per cent. in France and II per cent. in the United States. 

In these circumstances, it seems likely that the present low interest rates 
will endure for some time. The monetary authorities, at all events, will do 
nothing to change them. Only if and when the present comfortable state of 
the balance of payments gives place to an external strain, or if and when 
inflationary pressure develops internally, will there be any real justification 
for a deliberate tightening of official monetary policy. But in those hypothetical 
circumstances Switzerland would no longer be showing its present apparently 
chronic propensity to save excessively. 


BANK OF CEYLON 


The Bank of Ceylon, established as a State-aided bank by the Govern- 
ment of Ceylon, has played an important part in the development and 
progress of the Dominion. With wide local experience, a network of 
branches in the Island, a fully-equipped Foreign Department, a London 
Office and correspondents throughout the world, the Bank can confi- 
dently place its services at the disposal of bankers and merchants who wish to do business 
with Ceylon. 
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The Long-term Gap in Raw 
Material Supply 
By Ernest H. Stern 


HE vear 1953 will go down in history as a boom year in almost every 
"T respect—despite the fact that American output declined in the second 

half of the year from the very high level attained in the earlier months. 
World manufacturing activity—in the context haps this article always excluding 
activity in the Sov iet bloc—has shot up by 7 1 per cent. from the level in the 
preceding year, and output of industrial raw ‘natuelada has increased by 5 per 
cent. To all appearances manufacturing activity has once again run ahead 
of output of raw materials; and the “ gap”’ between intrinsic demand for 
raw material and its supply in virgin form that has developed since the war 
has thereby widened still further. This article brings the statistics of the 
post-war trends up to date, revises earlier data where necessary, and attempts 
to reconcile this analysis with actual price movements in the immediate past.* 

‘Raw materials’ in the context of these articles are raw materials for 
industry. They do not include foodstuffs, although they do, of course, cover 
other agricultural products. Changes in the intrinsic demand for these 
materials are measured by changes in world manufacturing activity; this is 
estimated in an index compiled by the United Nations and described in the 
footnote to Table I of this article. Changes in supply are measured by three 
indices of the output of virgin raw materials that have been prepared by the 
Union Corporation Ltd. of London; these are also described in the footnote 
to Table I. The first of these indices estimates changes in physical output on 
the basis of price relationships in 1930, the second on the basis of 1948 prices, 
and the third averages the first two. This average index probably presents 
the truest general picture. 

The expression “ gap’”’ is, as pointed out on earlier occasions, simply a 
convenient term for the discrepancy in movement between demand and 
supply. In actual fact no gap as such arises or is left unbridged. A shortfall 
in the supply of virgin raw materials is made good, whether by drawing on 
stocks, stepping up the supply of secondary raw ‘materials or the use of substi- 
tutes not generally classed as raw materials (although these substitutes do 
contain some virgin or secondary raw materials) or possibly by economies in the 
use of certain raw materials in particularly short supply. Moreover, the 
demand for raw materials can be measured only in terms of the manufacturing 
activity that has actually taken place; the restraints on that activity imposed 
in the short run by the shortfall of raw materials or even of manufacturing 
capacity are not shown. To that extent the “ gap ”’ as defined in these articles 
under-estimates the true potential gap in raw materials supply. Furthermore, 
the index of manufacturing activity published by the United Nations and used 
here understates manufacture of non- -food products i in that it includes manu- 











* Dr. Stern’s earlier analyses of this proble1 m were presented in articles in the May issues of 
THE BANKER in 1951, 1952 and 1953.—-Ep. 
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factured foodstuffs, the production of which has falien behind the production 
of non-food manufactures; and also to the extent that it includes mining, 
which has also not expanded quite as fast as industrial manufacturing. This 
may be inferred from the indices of output of metals and fuel that are given 
in Table ITI. 

Table I traces the development of the “ gap’, that is, of the divergence 
between the expansion of manufacturing activity and output of raw materials 
in the post-war period. The trend is also illustrated in graphical form, and 
contrasted with the very different development in the years between the 
wars. In that period no “ gap”’ emerged; indeed, the changes in manu- 
facturing activity and output of raw materials appear to have shown a 
close correlation. 


TABLE I 
GROWTH OF MANUFACTURING AS COMPARED WITH GROWTH OF OUTPUT OF 
VIRGIN RAW MATERIALS * 
(World, excluding the U.S.S.R. 1937-38 = 100) 
- 1937 1938 1946 1047 1948 1949 [950 1951 10952 1959 
Manufacturing (including : 


Mining) _ 105 O05 [15 128 135 130 [57 171 175 138 
Virgin Raw Materials: 
(a) Weighted by 1930 
prices in U.S. $.. 104 96 | I0L [13 [25 126 138 155 150 107 
(6) Weighted by 1948 
prices in U.S. $.. 105 05 as 109 [20 120 [240 144 147 153 
(c) Average of (a) + (0) 105 06 100 [11 123 123 134 150 153 160 
“Gap ” as % of (a) .. +d — I +14 +13 +10 + 10 + 14 +10 +10 + 13 
“Gap ”’ as % of (b) - O O +17 +17 +15 +16 + 22 +19 +19 + 23 
‘“Gap ” as % of (c) - O —-r !'+15 +15 +12 +13 +17 +14 +14 «4+'18 


* The index of manufacturing is taken from the January, 1954, issue of the Monthly Bulletin 
of Statistics of the United Nations. It excludes the U.S.S.R. and its satellites. Figures for 
1953 have been estimated from data for the first three quarters as reported by the United Nations 
and for the full year for the leading industrial nations, such as the U.S., Britain and various 
Western European countries. The raw materials index is one calculated by Union Corporation 
Ltd. of London and excludes the U.S.S.R. It is based on output data for individual commodities 
weighted in terms of U.S. dollars (a) by 1930 prices, and (6) by 1948 prices ; this gives a 
measure of the value of total output at constant prices. The total output of 1953 included in the 
index aggregates approximately $30.5 billions at 1930 prices and $58 billions at 1948 prices. 
The raw materials index is a continuation of a slightly more comprehensive calculation made by 
the League of Nations in pre-war vears. Data for recent years, and particularly 1952 and 1953, 
are partly estimated and subject to revision. 


There have been five phases in the development of the gap since the war. 
The period started with a fairly wide gap: this narrowed in 1948-49. The 
invasion of Korea in 1950 led to a reversal of this trend and the gap became 
wider than at the beginning of the post-war period. In 1951-52 output of 
raw materials began to catch up with manufacturing activity, and the gap 
was again reduced. But by the end of 1953 manufacturing activity had made 
such strides that output of raw materials was left further behind than ever. 

The changes in output of the various raw materials included in the index 
were far from uniform. There were distinct differences of development among 
the main groups of commodities, and even wider ones between individual raw 
materials. The very difference in the measure of total expansion that results 
from weighting the value of output of individual commodities once by 1930 
and then by 1948 prices is a reflection of the difference in individual expansion. 





“GAP IN RAW MATERIAL SUPPLY 
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For since a more than average increase in output normally goes hand in hand 
with a less than average rise in price (and vice versa), the commodities the 
output of which has lagged behind will, for example, be given a larger weighting 
in the index compiled on the basis of 1948 prices. An indication of the different 
rates of growth is given in Table II, which sub-divides the index of raw materials 
into its main constituent groups. There are, moreover, further divergences 
within these commodity groups—such as between the changes in output of 
coal and in other sources of power, between natural and man-made fibres or 
between the output of aluminium on the one hand and copper, lead and zinc 
on the other. 

The precise trends in the emergence of the “ gap” are slightly obscured 
by the fact that the tables present data for calendar years. Thus, in 1953 as 
a whole, manufacturing activity took a particularly large step forward, but 
this step was taken mainly in the twelve months’ period from the middle of 


TABLE I] 
SUBDIVISIONS OF THE INDEX OF RAW MATERIALS 
World, excluding U.S.S.R. 1937-38 =100) 
1037 1035 19046 1947 1945 1949 1950 I951I 1952 1953 


(«l) Weighted by " 1G30 Prices 
Metals. . ro G2 S5 105 ris 119 132 152 158 i732 
Other Minerals s (largely 
used in chemic: 


industries) .. 1 O§ 102 O7 113 131 145 160 177 ISO) 20 

Fuel and Hydro-Elec 
tric Power De lol os 11d 131 141 137 15! 167 170 177 
Fibres - i 108 G2 738 87 99 100 112 132 132 139 
Sundry = 54 Loo O4 116 121 1209 125 140 155 149 153 

b) Weighted by 1948 Prices 
Met als.. 109 Ql SY QQ 111 112 123 140 143 155 


Other Mine rals (large ly 
used in chemical 


industries) .. gs 1O2 Q7 113 131 140 10] 177 190208 
Fuel and Hydro-E lec- 

tric Power .. - 103 O7 i13 120) 135 129 142 155 157 163 
Fibres nh wa LOO QI 70 S4 05 101 100 118 [21 123 
Sundry - 2 rot O4 113 119 127 124 139 153 148 152 


1952 to the middle of 1953. There was only an insignificant rise, perhaps of 
less than I per cent., from the first half to the second half of 1953. The recovery 
in the non-American world, in particular in Western Europe, continued 
throughout the year; but it was the great upsurge of manufacturing activity 
in the United States in the twelve months’ period to the second quarter of 
1953, supported by a much slower rise in the rest of the world, that carried 
total world production upward in a steep rise. And from the second quarter 
of 1953 output in the United States and Canada began to flag—with the effect 
that the total world increase in industrial production was insignificant in the 
second half of last vear. In the first months of 1954 industrial production in 
North America has continued to decline while production in the rest of 
the Western world and, in particular, in Europe continues to expand. The 
upshot is that world industria] production in the current year has up till now 
hardly exceeded its 1953 level. What was boom by calendar years may appear 
as levelling-out in terms of mid-year movements. 

Little is known of the short-term changes in the output of raw materials. 
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Production of some, such as the metals, is usually fairly quickly adjusted to 
the demand of manufacturers. Other materials, representing a considerable 
part of the total, are in less flexible supply; they are harvested once a year 
and their supply depends on the vagaries of the weather. On the whole, 
the growth in the output of all raw materials together may well have been 
fairly continuous throughout 1953; and so probably was the extension of raw 
material producing capacity. It would therefore appear that the “ gap”’ 
was at its widest in the first half of last year and thereafter narrowed, right 
down to the present time. 

These trends would admittedly appear to be belied by the movement of 
raw material prices. Appearances, however, may be deceptive. No good 
indices of world prices of industrial raw materials have been available in recent 
vears, most indices being too heavily weighted with foodstuffs. The British 
monthly index of industrial raw materials, recently innovated by the Board 
of Trade, is probably the best now available; but this index places excessive 
emphasis on movements in sterling commodity prices, and probably includes 
some delayed effects of the 1949 devaluation. Nevertheless, the fall from the 


TABLE III 
PRICES OF INDUSTRIAL RAW MATERIALS IN BRITAIN 
June 30, 1949 100 
1952 1953 1954 
January July January Julv January March 
182 159 152 144 141 142 


beginning of 1952 to the beginning of 1954 has been so extensive and _per- 
sistent that it must reflect some continuous movement of decline in world 
prices of industrial raw materials. In March of this vear, for the first time in 
more than two years, the price index has recovered slightly. 

It must be remembered, however, that price changes over short periods 
reflect not the intrinsic demand and supply position, but all the supplies and 
offers that come on to the market; and that market prices are influenced, in 
addition, by the urgency or otherwise with which satisfaction is sought. In 
1951 and to some extent still at the beginning of 1952 demand had been 
swollen by both military and business stock-piling. In the last two vears, 
in contrast, military stock-piling—forward buying on this account, in par- 
ticular—has been considerably reduced. Furthermore, stock-piling by 
private industry and forward buying on commercial account have apparently 
given way, particularly in the period from mid-1952 to mid-1953, to the 
opposite tendency for firms to live on their stocks of raw materials and also 
on forward purchases made early in 1952. The recent revival in raw material 
prices as expressed in the Board of Trade index may be partly attributable 
to a halt to this process of stock de-cumulation. 

It would be inappropriate here to indulge in predictions of the development 
of world manufacturing activity in the second half of the current year. It 1s 
only necessary to point out that raw material producing capacities have con- 
tinued to grow and that consequently they may, unless manufacturing activity 
expands at an equal rate, be more than able to satisfy any extra demand for 
renewed accumulation of raw material stocks. And it is well to remember 
that the policy of stock accumulation in business is subject to frequent changes. 
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The Inimitable Bank - Note 
By Montague Weekley 


HE ideal bank-note would be inimitable, imperishable, and beautiful. 
"T  Untortunatety the pursuit of inimitability has too often conflicted with 

beauty of design; and it is not therefore surprising that technical advances 
in printing, as applied to bank-notes, have produced many marvels of tasteless 
intricacy but precious few works of art. Nevertheless, anybody who visits 
the fine collections of bank-notes at the Institute of Bankers or reads Mr. A. D. 
Mackenzie's lucid little book on the history of the Bank of England note* must 
find some aura of romance in the story of paper money. 

As with sericulture, gun-powder, and porcelain, the story of the bank-note 
begins in China, where Marco Polo (c. 1254-1324) remarked on the use of 
‘““ paper cut into pieces of money ’’. The Chinese also discovered wood block 
printing long before it was practised in Europe. Among the Institute of 
Bankers’ treasures is a Chinese note, apparently printed from a wood block 
on paper said to be made of mulberry leaves, to which the date 1355 has been 
assigned. The first European notes appeared three hundred years later—in 
the short-lived issue by the Bank of Sweden between 1661 and 1664. The 
Swedish State Bank is also notable for the very distinctive type of note that 
it employed during the first half of the nineteenth century, with curious sloping 
letters and an impressed seal. Unfortunately, these notes—like the French 
assignats and mandats territoriaux, based on the security of land appropriated 
by the government in the course of the French Revolution, and finally 
repudiated in 1807—were more successful aesthetically than economically. 
Many of these ill-starred scraps of paper currency are delightful specimens of 
typographical design, typifying their nationality and period. 

The history of bank-notes in England, as detailed in Mr. Mackenzie's book, 
begins with the development of goldsmiths’ notes after the end of the Civil 
War, those receipts for cash or valuables deposited with goldsmiths that 
evolved into promissory notes. The Bank of England ordered notes four 
days after its formal establishment by charter in 1694. Britannia was 
assigned a place on them that she still occupies, although the “‘ Govr. and 
Compa.”’ elected periodically to change details in the rendering of her image. 
The version employed since 1855 was engraved from a design by Daniel 
Maclise, R.A., who is perhaps remembered chiefly by his painting of Wellington 
and Blucher meeting after Waterloo. Mr. Mackenzie suggests that Maclise’s 
Britannia must be “ the most frequently reproduced design ever known ”’. 

Apart from such questions as signing and numbering, most of the author's 
narrative is necessarily devoted to paper and printing. Paper, made chiefly 
from linen rag, is still used for bank-notes. It is the only paper of such 
quality known nowadays to that vast majority unfamiliar with old books or 
with the very few modern editions printed on hand-made paper. The water- 





* The Bank of England Note. By A. D. Mackenzie. Cambridge University Press. 15s. net. 
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mark, ordinarily used to denote makers or sizes of paper, was soon recognized 
as affording a means by which the Bank, a private corporation, might seek 
to hold the forger in check. The use of a special paper and water-mark dates 
from 1697. This aspect of the Bank’s requirements led to its long association 
with the great firm of Portal. 

The earlier phases of note-printing were dependent on copper-plate 
engraving, a craft in which Diirer had excelled. Mr. Mackenzie describes it 
as “ the production of a printed impression on paper from a design previously 
engraved in recess on a metal plate. The plate is inked, cleaned and polished, 
the ink remaining only in the incised lines, so that the paper, previously 
damped, when brought into contact with the plate under very heavy pressure, 
is forced into the incisions, and thus produces the impression.”” It may be 
well to add that the “ burr’, the rough edge of copper ploughed up by the 
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When forgers were hanged; George Cruikshank’s satirical bank-note 


steel-pointed engraver, must be scraped off before printing. Applied to the 
almost endlessly repetitive work of bank-notes, the process was slow and 
exacted strenuous labour in swinging the arms of the press. 

Not until 1791 did the Bank take the precaution of establishing a printing 
department within its own walls. There it remained, progressively mechanized 
by technical advances, until its transfer in 1920 to that forbidding fastness in 
Old Street, formerly St. Luke’s Mental Hospital, which had been adapted as 
a factory by the Bank’s architect. At one time the printing department had 
been included in tours of the Bank. The visiting public’s curiosity was 
occasionally excessive, with the result that notices were posted on the printing 
machines : “ Visitors are requested not to touch the Notes”. St. Luke's 
Printing Works, however, have always been inaccessible to visitors. 

Soon after its foundation the Bank of England entered into its long and 
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fruitless search for the inimitable note. This search was forcefully stimulated 
by the grave prevalence of forgery after the much expanded note issue that 
followed the restriction of cash payments in 1797 at the worst stage of the 
war with France. The process of experiment grew into a sad routine and 
lasted for a quarter of a century. A claimant would submit a specimen of 
his inimitable technique, whereupon the Bank’s printing department would 
set to work and succeed in producing an imitation sufficiently close to be 
capable of deceiving the public. A highly equivocal occurrence resulted from 
these endeavours. In 1797 Alexander Tilloch, an engraver who was spon- 
sored by Francesco Bartolozzi, one of the most famous names in the history 
of the craft, submitted an “ inimitable ”’ specimen with the usual dampening 
result. Twenty-one years later, Tilloch reappeared and “ submitted his 
original engraving, with a coloured design on the reverse’. When the Bank’s 
imitation of Tilloch’s earlier attempt was produced, he drew attention to 
points of difference between his second specimen and the Bank’s imitation 
of his first one. The Bank had, however, retained an impression from 
Tilloch’s previous plate; this revealed that his second effort had been so 
altered as to produce the very differences that he was at such pains to 
demonstrate. 

Among the Bank of England notes in the Institute of Bankers’ collections 
are specimens stamped “ forged ”’ in bold and indelible letters. Forging and 
the passing of spurious notes were capital offences until 1832. The number 
of persons executed—there were 313 during the single year 1817—evoked 
public sympathy; some of those condemned were poor and ignorant people 
who had been ensnared by the wiles of the actual forgers, who often contrived 
to escape justice. George Cruikshank, mainly remembered for his illustrations 
to Dickens, produced the most celebrated of all “ skit notes ’’, the macabre 
Bank Restriction note, with a row of human figures “ hanged by the neck ”, 
shackles, symbols of transportation, and the £ symbol in the form of a rope. 
The note was signed “ Jack Ketch’’, the name of a seventeenth century 
executioner that had become synonymous with the hangman's vocation. An 
album at the Institute, “ Curteuse Collection de Plaisanteries sur les Billets des 
toutes les Nations’, contains other parodies far removed in character from 
Cruikshank’'s grisly performance. 

Mr. Mackenzie's monograph is characterized throughout by a pleasantly 
smooth style and an even smoother gift of arrangement. One minor cor- 
rection, however, may be made here. Mr. Mackenzie twice mentions Thomas 
Bewick (1753-1828), who is especially memorable for wood-engraved illustra- 
tions to books on natural history. The bicentenary of Bewick’s birth was 
celebrated last year by exhibitions in London and in his own city of 
Newcastle-upon-Tyne. ‘“‘ We find ’’, writes Mr. Mackenzie, “‘ the name of 
Bewick as the engraver of notes for the Northumberland Bank, but whether 
John or his more famous brother Thomas is not clear.’ It was quite clearly 
Thomas. John Bewick. (1760-1795) is known only as an illustrator in wood- 
engraving, mainly for children’s books. Thomas Bewick was in partnership 
from 1777 until 1797 with a certain Ralph Beilby. All sorts of engraving 
jobs flowed through their Newcastle workshop, and in his autobiography 
Bewick relates that after the dissolution of partnership in 1797 he had to 
take up Beilby’s jobs on copper and to master “ writing engraving ’’, adding 
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that ‘‘ the most interesting part of this kind of work was plates for bank- 
notes’. Recently, four copper plates from Bewick’s workshop were retrieved 
from a collection of metal salvage. One of them is that for a {1 Northumber- 
land Bank note. A chapter of Bewick’s autobiography is devoted to the 
subject, part of which deals with his own attempt at an inimitable note. 


THE PORTUGUESE BANK-NOTES SWINDLE 

The history of bank-notes—and of forgery in particular—contains many 
causes célébres. Perhaps the most audacious occurred in 1924-25, when the 
firm of Waterlow, which had previously printed notes for the Bank of Portugal, 
was deceived by a syndicate of criminals into printing 580,000 notes (Escudos 
500) from plates of the Bank in the firm’s custody. The value of the notes 
amounted to a sum equivalent to almost £3 millions. With much insistence 
on the confidential nature of the transaction, an agent of the syndicate, whose 
claim to be acting with the Bank of Portugal’s authority was supported by 
fraudulent documents, ordered the notes for the Portuguese colony of Angola 
in West Africa. Some of these notes circulated in Portugal during 1925, 
mainly through the medium of the bogus Banco Angola e Metropole which 
this syndicate had managed to establish. 

In December of 1925 the Bank of Portugal became aware of the fraud, 
verifiable by the duplication of existing numbers and by minute serial letters 
customarily employed by Waterlows in order that the plate from which a 
particular note would have been printed might be identified. The Bank 
decided to maintain public confidence by exchanging, from December 7 to 26, 
notes of the design and denomination that had been procured illicitly, so that 
licit notes would necessarily be substituted for any illicit ones secured by the 
Bank in the course of these exchanges. The conspirators were arrested, tried, 
and sentenced to terms of imprisonment; the Bank of Portugal recovered 
nearly £500,000 from the liquidation of the bogus bank, but it instituted legal 
proceedings against Waterlows for the rest of its loss. 

The proceedings were resolved finally into a claim for the total face value 
of the licit notes exchanged for illicit ones, plus the production cost of the 
licit notes thus substituted, but less the amount realised by the bogus bank’s 
liquidation. In 1928 the case reached the House of Lords, where the Bank 
of Portugal's claim, {610,392 (including a mere £6,541 for the cost of the licit 
notes), succeeded by a majority of one: the Lord Chancellor (Lord Sankey), 
Lords Atkin and Macmillan, with Lords Warrington and Russell dissenting. 
Lord Macmillan’s judgment included the following: 


‘On the one hand, it is submitted that all the Bank lost was the negligible 
cost in paper and printing of the good notes which it gave in exchange for the 
spurious notes. On the other hand, it is submitted that the Bank lost the 
full face value of the notes so given in exchange.’ 


The dissentient judges supported the first of Lord Macmillan’s propositions, 
but the majority supported the second. One suspects that most Keynesian 
economists would have taken the minority’s side. At any rate, in his fas- 
cinating history and economic analysis of the affair, The Portuguese Bank Note 
Case (1932), Sir Cecil Kisch concluded that the Bank of Portugal had “ suffered 
no serious financial prejudice as a result of the transactions of 1925 ”’. 
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American Review 


USINESS opinion is growing steadily more optimistic about the prospect for 

an early upturn in the American econom vy. Commodity prices still remain 

firm and Wall Street has continued to reach new twenty-five year peaks. 
Confidence is indeed now so high that President Eisenhower, who was declaring 
only a few weeks ago that the Government would step in with far more vigorous 
steps to combat recession if unemployment continued to rise, has now been forced 
to warn the nation against expectations of any dramatic rebound from recent 
levels of activity. There appears to be an all-too-common assumption that events 
from now on might follow the pattern of recovery of 1949-50—when the business 
revival was quickly reinforced by the stimulus of Korea. 

Industrial news in recent weeks has nevertheless provided solid grounds for 
cautious optimism. Industrial production in April fell less than seasonally for 
the first month since July of last year. The Federal Reserve Board’s index of 
industrial production remained at its March level of 123 (1947-49=1I00), that is 
still some 10 per cent. below its July peak. Available estimates suggest that there 
has been no significant decline in activity over the first weeks of May. 

Evidence of a check to the recession was also provided by the unemployment 
figures. Unemployment in April showed its first decline since October. On the 
new basis of assessment it fell by 260,000 to 3,405,000; while employment rose 
between March and April by 500,000 to 60.6 millions. These movements followed 
however from a seasonal revival in farm and constructional work; manufacturing 
employment continued to fall against the seasonal trend—by some 250,000, or 
about 15 per cent. 

Construction activity continued buoyant in April. Public and private ex- 
penditures reached a record level for April of $2,800 millions, 9 per cent. higher 
than in March and slightly above the comparable figure for 1953. Both private 
residential and state and municipal building programmes are being stimulated by 
the low interest rates, and recent evidence suggests that they may have induced 
industry to revise its capital programmes in an upward direction. 

The key steel industry seems at length to have stabilized its operating rate, at 
around 70 per cent. of capacity; but output in the motor industry is still erratic, 
with only Ford and General Motors holding to high production schedules. Dealers’ 
stocks of new cars were reported at the unusually high level of over 600,000 at the 
beginning of April and some trade observers are talking of prolonged holiday shut- 
downs if sales do not pick up sharply in the next few weeks. <A factor that may 
favourably influence buying in both industries is the recent talk of a steel strike 
that has followed on negotiations for a new w age structure. 


EXTENT OF INVENTORY RECESSION 

The Department of Commerce has issued revised estimates of gross national 
product for the first quarter of the year. The decline from the final quarter of 1953 
is now put at I} per cent. (against a preliminary estimate of I per cent.), to an 
annual rate of $358,000 millions. Personal incomes were estimated at a seasonally 
adjusted annual rate at $283,000 millions, only $3,000 millions lower than in the 
final quarter of 1953; whilst consumption expenditures are thought to have been 
unchanged at $230 millions. These figures suggest that the fall in output has been 
mainly attributable to a reduction in the swollen level of inventories. Business 
stocks fell by a further $400 millions in March, bringing the total fall since the 
peak level of $82,000 millions reached in December to $2,000 millions. The backlog 
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of unfilled orders for manufacturers is still declining ; the March orders of $53,500 
millions were $1,200 millions down on the month and $22,200 millions on the 
year. The trend of new orders, however, was rather more encouraging. 

_ The money market has in the past few weeks been characterized by exception- 
ally low short-term rates. In the last week of May the Treasury bill rate dropped 
to 0.718 per cent., its lowest since mid-1947. This resulted from three main in- 
fluences : industry's continued high degree of liquidity—the demand for business 
loans is still well below its level a year ago; the anticipation by commercial banks 


American Economic Indicators 





L954 
IQ5I 1952 i are - ited 
Jan. Feb. Mar. Apr. 
Production and Business: 
Industrial production (1947-49=100).. 120 124 134 [25 I24 123 123 
Gross private investment (billion $) 58.6 52.5 54-4 40.8 
New plant and equipment (billion $).. 25.6 26.5 28.4 28.0 
Construction (million $).. “ -- 2,574 2,694 2,904 2,015 3,038 3,099 3,079 
Business sales (billion $) 44-5 45.6 48.8 46.4 46.7 47.0 — 
Business stocks (billion $) ; 75.3 rf eR 81.1 80.7 80.4 80. 
Merchandise exports (million $) .. 1,164 1,098 1,312 1,001 1,181r 1,122 
Merchandise imports (million $) = 914 893 go6 $33 Sou 858 
Employment and Wages: 
Non-farm employment (mullion) -- 53-9% 54.5* 55-2 54.5 54.4 $4.2 §4.5 
Unemployment (‘ooos) .. __.. .. 1,879* 1,673* 1,524* 3,087 3,671 3,725 3,465 
Unemployment as % labour force .. 3.0* 2.7* 2.4* 1.9 5.8 5.8 5.4 
Hourly earnings (mfg.) ($) - — 1.67 1.77 1.80 1.80 1.79 1.80 
Weekly earnings (mfg.) ($) 64.71 67.97 71.57. 70.92 71.28 70.71 70.20 


Moody commodity (1931 =100) saigh = 535 403 ie 416 


Low 451 399 389 


Farm products (1947-49=I00).. .. 113.4 107.0 97.0 97.8 07.7 98.4 a0.8 
Industrial (1947-49 =100) a -- 115.9 113.2 114.0 114.6 [14.4 114.2 114.6 
Consumers’ index (1947-49 = 100) -- TET.O 113.5 184.4 1415.2 115.0 114.8 


Credit and Finance: 


Bank loans (billion $) .. ‘a « §$7-7 Gee GB.9 66.4 66.0 67.06 
Bank investments (billion $) .. 74-9 77°5 78.1 “8.9 =8 6 75." 
Bank loans (weekly) (billion $) 21.0 23.4 23.4 22.5 #«%2322.4 22.8 22.2 
Consumer credit (billion) 21.§ 25.7 28.q #428:.1 27.5 27.2 
Treasury bill rate (%) .. 1.55 77 60 3.68 [.21 0.98 [.05 :.o1 
U.S. Govt. Bonds rate (%) re 2.57 2.68f 3.16 2.90 2.85 2.73 2-0 
Money supply (billion $) ' 189.8 200.4 205.8 203.5 202.5 201.3 


Federal cash budget (++ or -) (mill. $) +1,244 -1,641 -6,159 


Notes.—Latest figures are preliminary or estimated. For 1951-53 actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody’s 
spot commodity index shows high and low, 1951-53, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1951-53 and also quarterly for 1953. 

* Old basis. + Old series. 





of reduced reserve requirements; and the recent refunding operations, which have 
reduced the outstanding supply of Treasury shorts. 

The Treasury and the Reserve Board together are thus maintaining their 
emphasis on the ease and availability of credit. Despite the declaration of a 
Treasury official that a move to fulfil the aim of lengthening maturity dates will be 
made in the second half of the year, the Treasury has been careful in its latest 
refunding operations to keep its longest maturity within the five-year range, and 
to avoid any addition to the recent high volume of longer term issues made for 
corporation, municipal and state financing. It could thus borrow at r 7/8 per cent., 
the lowest comparable rate since 1951. 
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International Banking Review’ 


Argentina 
ISCUSSIONS have been proceeding in London between an Argentine 
|) erecation headed by the Ministers for Foreign and Economic Affairs and 
British Government officials. The purpose of the talks was to determine 
what trade and payments arrangement should replace the five-vear agreement that 
expires at the end of June. 
It has been indicated that producers co-operative organizations are in future 
to be permitted to handle meat and grain exports. The trade has hitherto been 
a monopoly of the State trading agency. 


Brazil 

The U.K. Exports Credits Guarantees Department is to resume cover on 
exports of British manufacture to Brazil. It has made two provisos to safeguard 
itself against a recurrence of the losses incurred two years ago. It will cover 
only 80 per cent. of credit granted by exporters (against the go per cent. covered 
in other markets); and it will insist that exporters produce their customers’ 
exchange sale notes, which alone entitle them to purchases of sterling from the 
Bank of Brazil at the fixed rate. No sterling notes have been issued since the 
inauguration of the currency auctions last October, and the E.C.G.D. is expected 
to do little Brazilian business until Brazil’s sterling resources are freed from the 
strain of the present repayments of the commercial debt to Britain. 

The rise in the internal price level, in part a result of the introduction of the 
system of exchange auctions, has led to considerable labour unrest. The Govern- 
ment has accordingly decreed a substantial rise in minimum wage rates. 


Canada 
A total of twenty-two institutions have been approved as mortgage lenders 
under the Government’s new housing laws. They include all the eleven chartered 
banks with the exception of the Mercantile Bank of Canada, which is only just 
starting operations. The other approved institutions are mostly life insurance 
companies. 
The Finance Minister, Mr. Abbott, has announced a new issue of $850 millions 





* News of United States banking appears in ‘‘ American Review ”’ (page 358). Brief editorial 
discussion of particular items of international banking news appears in “ A Banker’s Diary ” 
(pages 3009-314 1n this issue). 
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of Government bonds. It takes the form of $300 millions of 3} per cent. stock 
maturing on June 1, 1976, and $550 millions of 2} per cent. stock maturing on 
December 15, 1956. Both stocks are being offered a little below par. The money 
is to be used to redeem the 3 per cent. Victory loan issue of November, 1942. 
Mr. Abbott disclosed that there would be no specific refunding of the $roo millions 
of 2 per cent. Government bonds maturing on July TI. 


Central African Federation 


The International Bank for Reconstruction and Development has agreed to 
send a mission to Khodesia and Nyasaland to study the finances of the new Central 
African Federation. It is hoped that the bank will then undertake to provide a 
major portion of the capital needed to pay for the initial stages of the proposed 
hydro-electric development in the Zambesi basin. 


Chile 


A bill that has recently come betore the Senate includes a proposal to make it 
obligatory for payments exceeding Ic,000 pesos to be made by cheque. 


Colombia 


The abolition of the list of prohibited imports and the other steps that have 
been taken to liberalize foreign trade and payments have given rise to much 
speculation on the advisability of revaluing the currency and eliminating exchange 
control. But the authorities have pointed out that the continuance of the surplus 
recently shown in the balance of payments is by no means certain, and that they 
do not in consequence favour any major changes in exchange policy. 


Denmark 


The manager of the National Bank of Denmark has stated that it had been 
agreed with the Government that any general Western European move to currency 
convertibility would be joined by Denmark. 


France 


The annual report of the National Council of Credit shows that the total money 
supply increased by I1 per cent. in 1953, from Frs. 4,159,000 millions to 
Frs. 4,630,000 millions. The note circulation rose by 8 per cent. and deposit 
accounts in banks by 14 per cent. The increase in the money supply is stated 
to have been to a large extent a reflection of the rise in Government borrowing: 
the total claims of the banking system (including the Bank of France) on the 
Treasury increased in 1953 by 15 per cent. At the end of the year the Govern- 
ment’s short-term debt totalled Frs. 2,020,000 millions, equivalent to almost half 
the total money supply. 


Germany 


The Bank Deutscher Laender, the central bank, reduced its discount rate from 
33 to 3 per cent. one week after the cut in the Bank rate in Britain. 

The West German authorities have announced the release of a further 50 per 
cent. of the credits frozen in 1931 under the standstill agreement. The release is 
to be subject to the same condition of “‘ re-commercialization ”’ that governed the 
freeing of 15 per cent. of the credits made under the London debts agreement. 
This condition obliges creditors to extend new credit-lines of equivalent amount 
to the old credits repaid. In fact there has been very limited demand for new 
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sterling credit in Germany, and it is possible that the new release will bring about 
an appreciable net repayment of debts to Britain. 

Restrictions on transfers of payments on account of services and salaries have 
been almost entirely abolished, with certain reservations in the case of transfers 
to the dollar area. The authorities are also to ease their control on exports of 
capital to non-dollar areas. 

Dr. Erhard, the Minister for Economic Affairs, has asserted that he would 
like to see the system of offset accounting under bilateral trade agreements 
abolished. The total of frozen credits due to Germany under such arrangements 
has been reduced of late, but it was recently estimated to be still in the region 
of DM. 800 millions. 


India 


The Government has floated a National Plan Loan to raise money for the 
Five-Year Plan. No limit has been placed on the amount of the issue, which is 
redeemable in 1964 and carries an interest rate of 33 per cent. The loan is expected 
to cover the capital requirements of both the central government and the states 


for some time ahead. 
India has agreed to write off Rs. 480 millions of the Separation Debt of Rs. 720 


millions owed to it by Burma. 


Indonesia 


The Republic of Indonesia has become a member of the International Monetary 
Fund and the International Bank for Reconstruction and Development. Its quota 
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in the Fund has been fixed at $110 millions; and its subscription to the Bank’s 
capital at 1,100 shares, having a total par value of $r1o millions. 


Iran 


An agreement has been signed under which the United States will provide an 
additional $9 millions of economic aid to Persia. This brings the total of American 
assistance granted to the country since the overthrow of the Moussadeq Govern- 
ment in August of last year to $60 millions. The money is being used to sustain 
the Persian economy until the settlement of the oil dispute permits a resumption 
of oil exports. 


Irish Republic 


The Government has made arrangements that will enable the official broker to 
buy or sell Government stocks “‘ within reasonable limits as to the amount ”’ 
The intention is to broaden the market in Government securities and thus improve 
their marketability. 

Mr. Sean McEntee, the Minister for Finance, estimated total Government 
spending in his Budget statement for 1954-55 at {125.7 millions. The charge to 
the Budget was, however, reduced to £105.6 millions by transferring {14.4 millions 
of expenditure arising under the supply vote to capital account and by other 
adjustments. Revenue was estimated at {106.6 millions, giving an above-line 
surplus of £1 million; but all but £0.1 million of this has been devoted to minor 
cuts in income-tax and in the duties on stamps, matches, entertainments and beer. 


Italy 


A group of Swiss banks has granted a credit of Sw. frs. 100 millions to the 
Medio Credito, the new Italian export credit organization. The credit is guaranteed 
in part in gold and is repayable in five years. It will be transferred through the 
European Payments Union, but Italy’s repayments of interest and principal will 
be made outside E.P.U. to avoid any further increase in its cumulative deficit 
with the Union. 

Three hundred and fifty banks, holding about 98 per cent. of the country’s 
bank deposits, are stated to have joined the banking organization that came into 
existence at the beginning of February this year. The intention is that the new 
organization should establish obligatory standards of interest rates in order to 
prevent rates from being driven to excessive levels by competition for deposits. 


Japan 
The Japanese Ministry of Trade and Industry has drawn up a new policy 
designed to increase exports of textiles. The Ministry will fix a target for exports 
of cotton goods for each quarter and will allot foreign currency to traders for 
imports of raw materials strictly according to the ratio between their actual exports 
and the target set for them. 


Kenya 

The Budget statement for 1954-55 provides for increases in direct and indirect 
taxation estimated to yield an additional {1.9 millions. The new taxes include a 
12} per cent. levy on coffee exports and a surcharge on incomes in the higher 
tax brackets. The Minister for Finance, Mr. E. A. Vasey, estimated expenditure 
in the coming year at {29.8 millions—{8 millions more than estimated revenue, 
even after taking account of the new taxes. Talks are to be held with the British 
authorities regarding the possibility of further financial aid. 
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Malaya 
A mission from the International Bank has completed a three months’ tour of 
Malaya. The mission’s object was to survey the country’s economic potentialities 
and to make any recommendations for the re-adjustment of long-term development 
programmes. Its report is to be submitted to the Federation and Singapore 
Governments later in the year. 


Mexico 

The Finance Minister, Senor Flores, has announced that the new 25 per cent. 
export tax imposed immediately after the devaluation of the Mexican peso in 
April would be reduced gradually as the country adjusted itself to the change in 
the exchange rate. He declared that the Government was certain that it would 
be possible to hold the rate at the new level while still maintaining freedom of 
exchange dealings. 

The Minister also announced that the Government would continue to seek 
loans from foreign banks. Sir George Nelson, chairman of the English Electric 
Company, is stated to have told the Mexican authorities that British banks would 
be interested in opening a line of credit to finance sales of British industrial goods 
in Mexico. 


Netherlands 


It has been decided to liberalize some 95 per cent. of imports from the dollar 
area from the beginning of June. This has been made possible by the continued 
improvement in the country’s gold and dollar reserves. 

The president of the Netherlands Bank declared in his annual report that “ the 
technical position of the Dutch currency no longer forms a hindrance to an eventual 
return to convertibility for all current account transactions’. An independent 
return to convertibility was not, however, considered possible for the Netherlands. 


Norway 


It has been decided to raise a loan for a total of 50 million Swedish kronor 
on the Swedish market. The issue is of 15-years maturity and carries an interest 
rate of 44 per cent. 

The International Bank for Reconstruction and Development has made a loan 
of $25 millions to Norway to aid its programme of economic development, in 
particular the expansion of its merchant fleet. The advance is for 20 years and 
bears interest at 4? per cent. (including the bank’s usual I per cent. commission fee). 


—— 
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Peru 


The International Bank for Reconstruction and Development has granted a 
loan ot $1.7 millions in U.S. dollars to Peru. The loan is intended to finance 
imports of agricultural machinery. 


Turkey 


It has been disclosed that the special commission set up to examine applications 
from foreign companies to invest capital in Turkey has so far received 150 requests, 
of which about 30 have been given special consideration. The most important 
proposal is said to have come from an American oil company. One British concern 
is also stated to have submitted proposals for its participation in the exploitation 
of Turkey’s oil resources. 


Uruguay 

The Bank of the Republic has been authorized by the Government to issue 
notes against paper covering State purchases of wheat. This arrangement has 
been necessary as the central bank had insufficient funds to purchase the wheat 
crop for re-sale on the Government’s behalf, and as Uruguay’s monetary laws 
lay down that the unbacked note issue must be covered by the central bank's 
paid-up capital (the ceiling of which has now been reached) or specified re- 
discountable commercial paper (the supply of which is limited). 





Appointments and Retirements 





Barclays Bank—Bath, Southgate St.: Mr. KR. E. Harris to be manager. Birmingham, Bennetts’ 
Hill : Mr. F. N. Maskell, from Smethwick, Cape, to be manager. Brighton, North St. : Mr. R.N. 
Richards, joint manager, to be sole manager. Cobham ; Mr. F. H. F. Simmonds, from Egham, to 
be manager. Colchester : Mr. H. Parrott, from High St., Southend-on-Sea, to be manager 
Gateshead : Mr. F. Stone, from Grainger St., Newcastle-upon-Tyne, to be manager. Halstead : 
Mr. C. F. Chaplin, from Stanford-le-Hope, to be manager. Jersey, C.J. : Mr. A. T. Green to be 
manager. Laindon : Mr. R. Andrews, from High St., Southend-on-Sea, to be manager. Llanrwst : 
Mr. |. H. Roberts, from Nevin, to be manager. Pontefract and Featherstone : Mr. E. Weale, from 
Wetherby, to be manager. Sheffield Moov : Mr. R. Lee, from Sheffield Local Head Office, to be 
manager. Smethwick, Cape : Mr. D. H. Hammond, from High St., Coventry, to be manager. 
Southend-on-Sea, 108 High St. : Mr. J. D. Underwood, from Halstead, to be manager. Stanford-le- 
Hope : Mr. F. J. Childs, from Laindon, to be manager. Stokesley : Mr. E. C. Stephenson, from 
Stockton-on-Tees, to be manager. Wetherby : Mr. C. F. Green, from Keighley, to be manager. 
Lloyds Bank—London—39 Threadneedle St. : Mr. J. R. White, a general managers’ assistant 
Head Office, to be deputy manager ; /ingston-on-Thames : Mr. H. T. H. Merritt, from Leadenhall 
St., to be manager on retirement of Mr. L. Jones. Atherstone : Mr. R-Sharper, from Oxford, to be 
manager. Burford : Mr. C. W. R. Cross, D.S.C., from Bath, to be manager. Carshalton : Mr. W. 
D. Pitt, from Chatham, to be manager. Caterham Valley (also Caterham-on-the-Hill) : Mr. D. G. 
Fowler, from Burford, to be manager on retirement of Mr. S. A. E. Miles. Lyndhurst : Mr. A. B. 
Mason, from New Milton, to be manager. .Woordown, Bournemouth : Mr. M. R. Glover, from 
Bexhill-on-Sea, to be manager on retirement of Mr. L. N. Coles. Newent : Mr. C. B. Williams, from 
Abergavenny, to be manager on retirement of Mr. C. W. C. Charles. Nottingham, Carlton St. : 
Mr. W. Oswell, to be manager on retirement of Mr. E. A. Fry. 125 Oxford St. : Mr. J. B. Winter, 
from Head Office, to be manager on retirement of Mr. D. T. Stephens. Presteigne : Mr. A. G. 
Havden, from Ellesmere, to be manager. Rhymney : Mr. J. M. Richards, from Swansea, to be 
manager. St. Helens, Swansea : Mr. D. E. Lewis, from Rhymney, to be manager on retirement 
of Mr. F. P. Watson, O.B.E., T.D. 

Midland Bank—Birkenhead, Hamilton St. : Mr. T. A. Milns, from Oldham, to be manager on 
retirement of Mr. F. J. Fowler. Boreham Wood : Mr. H. F. Goold to be manager of this branch, 
formerly a sub-branch to Mill Hill. Brierley Hill : Mr. A. G. Wright, from Longton, to be manager 
on retirement of Mr. W. Calladine. Christchurch : Mr. C. T. Waldren, from Promenade, Chel- 
tenham, to be manager on retirement of Mr. S. E. Jackson. Holbeach : Mr. L. Morton, from 
Fakenham, to be manager on retirement of Mr. C. A. Basker. Leeds, Park Row : Mr. W. C. 
Schofield, hitherto a Superintendent of Branches, to be manager on retirement of Mr. C. E. 
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Mennell. Liverpool, Allerton Rd. : Mr. P. Ratclitfe, from Macclesfield, to be manager on retire- 
ment of Mr. J. Lawson. Longton : Mr. D. Quarmby, from Stone, to be manager in succession 
to Mr. A. G. Wright. Penrith : Mr. W.C.C. Towers, from Chester, to be manager on retirement of 
Mr. H. M. Sharp. Sheffield, Markets : Mr. W. C. Boyd, from Market Place, to be manager in 
succession to the late Mr. E. Harrison. Stone, Staffs : Mr. A. 5. Hume to be manager in succession 
to Mr. D. Quarmby. 

National Provincial Bank—Head Office : Mr. S. B. Heys, Secretary of the Bank, has been 
given the status of an assistant general manager; Mr. F. A. Vaughan, from Cardiff, to be an 
assistant general manager ; Mr. W. Gill, to be an assistant general manager. London—Kingsway : 
Mr. W. Payne, from Wimbledon, to be manager on retirement of Mr. E. A. Piper; Temple Fortune: 
Mr. F. Balister, from Trafalgar Sq., to be manager; Wdallesden Green ; Mr. H. T. Lathrope, from 
Bow, to be manager; Wimbledon : Mr. E. C. N. Gower, from Shaftesbury Av., to be manager. 
Banbury : Mr. D. Hone, from Frome, to be manager. Cardiff : Mr. 1. J. Jones, from Willesden 
Green, to be manager. Exmouth : Mr. C. Edwards, from Queen’s Park, Bournemouth, to be 
manager on retirement of Mr. B. Harding. Frome : Mr. G. B. Jones, from Combe Martin, to be 
manager. Gainsborough : Mr. C. W. Brown, from Guisborough, to be manager on retirement of 
Mr. R. F. Bradford. Gerrards Cross : Mr. J. E. Hudson to be manager on retirement of Mr. G. 
C. R. Reeves. Guisborough : Mr. F. W. Hartley, from Sunderland, to be manager. Aettering : 
Mr. W. L. Hitching, from Mirfield, to be manager on retirement of Mr. C. Hood. Machynlleth : 
Mr. E. Jones, from Oswestry, to be manager on retirement of Mr. D. Jones. Spalding : Mr.s. W. 
Lovell, from Banbury, to be manager. 

Westminster Bank—London—Bakeyr St. : Mr. C. H. Bailey, from Tavistock Sq., to be manager 
on retirement of Mr.C. V. Nolan; Chelsea : Mr. D. P. Gravatt, from Sloane St., to be manager on 
retirement of Mr. E. A. Marsland; .\/uswell Hill : Mr. W. C. Morgan to be manager in succession 
to the late Mr. H. R. B. Dainton; Sloane St. : Mr. P. A. J. Godrich to be manager; Tavistock Sq. : 
Mr. J. G. McK. Simmons, from Chancery Lane and Holborn, to be manager. Bedminster : Mr. 
C. R. Hudson, from Bristol, to be manager. Bridgnorth : Mr. L. R. A. Brown, from Beverley, 
to be manager of this new branch. #roadstairs : Mr. C. H. Young, from Rochester, Star Hill, 
to be manager on retirement of Mr. G. A. Shepherd. Huddersfield : Mr. C. H. Scott, to be manager 
of this new branch. Stanmore : Mr. R. E. Wells, from Bayswater, to be manager in succession 
to the late Mr. E. G. D. Young. 








“What is a good, secure investment 

for this money?” 

“| would suggest shares in the 
Westbourne Park, which has been 
established now for 68 years.” 

“Is their rate of interest worth while?” 
“Yes, very—24%, income tax paid by the 
Society — and, what is more, there are 
no investment expenses and withdrawals 
are easy; in fact....... 











1! RECOMMEND THE 


WESTBOURNE PARK 


1] | BUILDING SOCIETY 
ee TO ALL MY CLIENTS WITH CONFIDENCE. 





ASSETS £22,300,000 RESERVES £1,580,000 


WESTBOURNE PARK BUILDING SOCIETY - WESTBOURNE GROVE «+ LONDON W.2 
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Trend of “ Risk” Assets 


(Figures in italics show percentages of gross deposits) 


























Actual Change in: Advances plus Investments 
({mn.) ({mn.) Ratio 
Oct. Nov. Dec.-Mar. Apr. Oct. Feb. Mar. = Apr. 
1951 1951 1951-54 1954 1951 1954 1954 1954 
Barclays: 
Advances 368.5 371.0 - 13 1 — 1.3) 
to a 54.1 66.4 65.9 63.9 
Investments 314.8 425.7 + 76.0 = oO.! — all 
% 25.0 33.6 J 
Lloyds: 
Advances 345.2 351.1 -— 41.9 — 2.2) 
0 
30.2 30.7 = > A>? 
Investments 279.6 371.2 - 40.3 + 1.2 + RHF CHS BGk Glr4 
0 24.4 32.5 J 
Midland: 
Advances 393-3 307.1 38.9 6.0 } 
% 29.6 30.2 * — — » 
Investments 329.4 433.8 + 55.4 — + S64. COM O34 SQs8 
. % ne 24.9 32.8 J 
National Provincial : 
Advances 290.3 298.1 33.4 9.3 ) 
0 - / 
° 35-4 37.2 - > > 42 
Investments 165.9 230.9 + 22.2 — + 55-9 03-2 04.3 03.8 
A 20.2 28.8 J 
Westminster: 
Advances 248.6 249.5 -— 24.3 + 1.2 
0 
6 31.2 31.6 = . a Ha 
Investments 2090.4 263.6 + 17.7 + 9.0 SG. SO. SAG 98: 
. - 26.3 333-4 J 
District: 
Advances 60.1 62.6 -—- 6.2 - 0.5) 
% 25.6 26.6 
0 6 6 5 02.¢ 
Investments 71.5 91.6 » Bea O.1 > POE TEE AS Ft8 
— % 30.5 38.9 J 
Martins: 
Advances 89.0 91.4 —- 6.2 sy 
oO / 
A 29.1 29.3 » : 57 & 6 > g 
Investments 78.2 102.8 14.6 ~~ + 54-0 07.5 60.2 04. 
% =i ks 25-5 33.0 J 
Eleven Clearing Banks: 
Advances bs .. 1,897.0 1,925.2 —164.9 11.9 ) 
0/ ‘ 
/O ee 30.6 3I.2 - a 6 6 12. 
Investments... .. 1,555.2 2,032.7 +230.7 10.5 + ae She Op 93+ 5 
% 28.2 32.9 J 
Trend of Bank Liquidity 
195! 1952 1953 1954 
Oct. Nov. Apr. Sept. Oct. Feb. Mar. Apr. Oct. Feb. Mar. Apr. 
Liquid A ssets “i “Yo “% “0 10 vo wf % Yo “Yo % % “/o 
Barclays 40°O 32:8 31°6 37°3 34°0 32°4 31°8 31°4 35°O 31°O 31°3 32°6 
Lloyds 40°O «32'S 31°3 «38:G 33°1 30° 30°T 31:0 36°99 33:0 33°90 = 33°6 
Midland 40°2 32:8 32°2 36°4 35°0 33°1 33°7 34° 38°3 34°8 34°1 33°7 
National Prov. 39:4: 30°6 31°I 39°7 34°9 35°5 34°3 29°8 37°2 35°I 33°9 32°8 
Westminster 36°7 30°4 30°9 37°7 34°2 36°11 37:0 35°8 37°6 35°O 34°2 33°5 
District 38-0 30°5 20°5 38:9 36°6 35°2 34°3 33°9 35°7 33°6 33°2 33°7 
Martins -- 39°38 33°2 34°3 43°6 36°6 33°32 33°2 33°9 33°6 20°7 31°3 31-6 
All Clearing 
Banks... 39:0 32:0 31:6 38:0 34:4 33:0 32:9 32-4 36:6 33-2 33:0 33:1 
* Cash, call money and bills. + Eve of ‘‘new’’ monetary policy. { After second funding. 


§ After third funding. 
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UNIT TRUST FORUM 


Sponsors : 


< 





Bank Insurance Trust Corporation 


Group of Unit Trusts 


* 


Question No. 5 


Can our Unit Trusts flourish 
in a rapidly changing world ? 


A supplementary question would be : where can I find a safe and flourish- 
ing investment in the Jet Age and Atomic Era? For the problem of 
investment is not merely getting back the money you have invested and 
earning a satisfactory rate of interest; it is equally important to safeguard 
the real value, the purchasing power, of one’s capital and income in these 
days of inflation. 

Unfortunately there is no such ideal investment as a stake in the cost 
of living index plus interest at § per cent! 

But banks, insurance companies and investment trusts, all have a stake 
in the progressive elements of British and Commonwealth economy. They 
ride the storms and make good headway in fair trade winds; you can 
accordingly travel hopefully in their company. 


AN EXAMPLE OF DISTRIBUTIONS 
AND APPRECIATION OVER TEN YEARS: 








DDDD DDD DDD DDD D> dD dD dD DICE WEEK ME CECEMEKS 


Name of Trust Units Gross Distribution Offer price 
per 100 Units ten years ago & today 
Investment- 1943 .. £3.0.10 1944 . . 14s. Od. 
Trust-Units 1953 ...£7.3.11 | 1954. . 32s. Oxd. 
Offir price 27th May: 32/0xd Yield: £4.16. 4°, 


TRUSTEES AND BANKERS : LLOYDS BANK LIMITED 


For full particulars of Investment-Trust-Units and the other Units in the 
Group, including prices and yields, apply through your stockbroker, 
banker, solicitor or accountant, or direct to the Managers :— 


Bank Insurance Trust 
Corporation Limited 


30 Cornhill, London, E.C.3 
Scottish Office : § St. Andrew Square, Edinburgh, 2 
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Banking Trends over Thirty Years* 
‘“ Risk "’ Assets 





Liquid Assets 





Net Invest- Combined 

A verages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. % {mn. £mn. % 
192! - 1,759 680 33 _— 325 833 64 
1922 - 1,727 658 37 _ 391 750 64 
1923 ‘2 1,628 581 35 -— 350 761 67 
1924 id 1,618 545 33 -- 341 808 69 
1925 3 1,610 534 32 -— 286 856 69 
1926 — 1,615 532 32 ~— 265 892 7 
1927 se 1,061 553 32 — 254 928 69 
1928 - 1,711 534 33 — 254 948 68 
1929 = 1,745 505 32 o— 257 991 69 
1930 wi 1,75! 596 33 —- 258 963 68 
1931 7 1,715 560 32 -— 301 919 69 
1932 - 1,748 611 34 — 348 844 67 
1933 . 1,909 668 34 —-- 537 759 66 
1934 1,534 57 31 nee 560 753 79 
1935 mie 1,95! 623 31 — O15 769 69 
1936 bi 2,088 692 32 --- 614 839 68 
1930 ic 2,160 713 32 — 64 865 68 
1937 2,225 683 30 a 652 954 70 
1938 2,218 672 30 “ 637 976 71 
1939 2,181 648 29 -— 6038 9gI 71 
1940 2,419 785 31 73 666 955 65 
194! 2,863 676 2 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 4! 
1946 4,932 1,280 2 1,492 1,345 888 44 
1947 5,403 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,234 1,479 [,320 47 
1949 5.772 1,920 32 983 1,505 1,440 49 
1950 - 5,11 2,345 39 430 1,505 1,603 52 
1951 ¥% 5,931 2,308 38 247 1,624 1,822 56 
1942 ee 5,856. 2,097 34 — 1,983 1,838 62 
1953 an 6,024 2,201 35.1 — 2,163 1,731 62 
1951: 

Oct. t “a 5,981 2,423 39.1 177 1,555 1,897 55-7 

Nov.f.. 5,973 1,981 2.0 108 2,033 1,925 64.0 
1953: 

eb. 5,320 1,992 33.0 2,130 1,773 64.7 

Mar. a 5,542 1,904 32.9 2,122 1,799 64.8 

Apr. 5,922 1,962 32.4 2,199 1,814 64.9 
1954: 

Feb. sia 6,010 2,071 33.2 — 2,275 1,741 64.4 

Mar. 5S 6,010 2,059 33.0 — 2,269 1,760 64.6 

Apr. , 6,088 2,112 33.1 2,280 Be ge 63.5 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 





Floating Debt 


May 23, May 1, May 8, May 15, May 22, 

1953 1954 1954 1954 195 

Ways and Means Advances: {m. fm. fm. fm. £m. 

Bank of England = = -— — mo — —- 
Public Departments - ¥ 247°I 287-2 266°9 276°8 305.0 

Treasury Bills: 

Tender... a » = 3080-0 3230°0 3240°0 3260-0 3290°0 
Tap a a i ns 1467°5 1350°2 1627°2 1627°9 1595-7 








4794°6 4807-4 5134°1 5104°7 5190.6 
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III 
IV 


1953 I 
II 


III 
IV 


1954 I 


Years and 
Quarters 


1946 
1947 
1948 
1949 
1950 
195! 
1952 
1953 
1953 : 
I 
II 


III 
IV 
1954: 
January 
February 
March 


I 


April 


period). 


National Savings 
(£ millions) 


Savings 
Certi- Defence Savings 








Savings 
Certi- Defence Savings 

















ficates Bonds Banks Total | ficates Bonds Banks Tota) 
(net) (net) (net) Small (net) (met) (met) Small 
1952 April... - 2.6 - 7.1 5-4 - 4:3 
27.5 3.9 3.3 34.7 1953 Jan. 8.6 -5.5 4-0 7.1 
15.3 - 0.1 — 28.9 - 13.7 Feb. .. 5.0 — 4.0 3.5 4.5 
1.0 — 10.3 - I1.5 — 20.8 Mar. .. 6.0 —6.8 -—5.I - 5.9 
—- 0.1 — 21.4 - 1.0 — 22.5 April .. 4.8 -—- 6.7 —3.8- 5.7 
May 2.8 -— 8.6 -I1.7 — 17.5 
5.6 -— 27.2 15.3 — 6.3 June I.2 —4.1 —6.2- 9.1 
-7.9- 25.9 - 4.4 - 38.2 July - 0.8 -— 3.9 -20.5 — 25.2 
1.5 —- 11.3 — 24.9 — 34.7 Aug. 1.4 —2.8 —1.0- 2.4 
7.6 — 3.2 -— 34.5 - 30.1 Sept. 0.8 — 4.5 6.4 °.7 
Oct. 0.7 -— 1.3 10.6 10.0 
19.6 — 16.3 2.4 5-7 Nov O.I — 0.9 0.8 — 
8.8 — 19.4 -— 21.7 — 32. Dec 0.4 -—- 0.2 —24.I — 23.9 
I.4 — 11.2 — 15.1 — 24.9 | 1954 Jan. 3.6 -—0.7 13.5 16.4 
I.2 —- 2.4 — 12.7 — 13.9 Feb. 1.2 — 1.3 14.4 14.5 
Mar. 3.0 — 3.3 8.0 ,. 9 
7.8 -— 5.1 35-9 38.6 Apr. 0.4 — 3.8 4.2 0.8 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (—) Financed by : 
Reserves 
With With Net American Special Change at end of 
E.P.U.* Other Surplus or Aid Creditst in Period 
Areas Deficit Reserves 
-— —- — 908 -— +1123 + 220 2696 
— — —4131 — +3513 - 618 2079 
— —- —1I710 682 + 805 — 223 1856 
-— a —1532 1196 + 168 —- 168 1688 
+ 14 + 791 + 805 762 + 45 + 1612 3300 
—112 — 876 — 988 199 — 176 — 965 2335 
— 276 — 460 — 736 428 — 81 - 489 1846 
+ 113 + 433 +- 546 307 — 181 — 672 2515 
+ 95 + 119 + 214 106 “= + 320 2166 
+ 42 + 98 + 140 61 ~- + 201 2307 
- 19 + 55 + 36 83 — + I19 2486 
- 5 + 161 +- 156 57 — 181 + 32 2518 
4 + 14 + 10 15 iene + 25 2543 
-  - sg + 9 31 oom + 40 2583 
+ 2 — 86 + 88 14 — -- 102 2685 
+ § + 102 + 107 60 — -- 167 2035 
+ 7 + I19 +- 126 9 —~ + 135 2820 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 


+t Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953 are 
included as a debit item. 


B: 
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URING the period under review the 

international situation to which our 

economy is closely related as a conse- 
quence of its peculiar structure, led to a further 
accentuation of the decline in prices which, 
since 1952, has been affecting a large part of 
our export commodities. 

Thanks to the diversification of our pro- 
duction and the common effort of all productive 
forces of the Country, this decline, apart from 
some disturbances to which we refer later, only 
affected to a limited extent the general level of 
our production. The cotton crop, despite 
serious plague attacks in the Piura and Chira 
valleys, was hardly inferior to last year, being 
the second best in Peru’s cotton history. Rice 
production maintained its level of 1952, fully 
covering the domestic needs and leaving an ex- 
portable surplus for the second consecutive 
vear. Sugar production was unprecedented 
and exceptionally large quantities could be ex- 
ported. It appears that the typical Sierra 
crops were favourable too, as well as those of 
minor importance, such as coffee, of which 
increasingly large quantities are being exported. 

Agriculture constituted as always the solid 
basis of our economy, and continued to receive 
the constant support of our official organiza- 
tions, banks and private enterprise. While the 
State with plausible effort proceeded with the 
execution of its Irrigation Plan and accom- 
plished, with the entire Nation’s approval, the 
first project of great magnitude, the deviation 
of the Quiroz river, the Banco de Fomento 
Agropecuario continued to increase its support 
of agricultural activities. On the other hand, 
appreciable capital investments of private 
enterprise permitted the perforation of wells on 
a larger scale, increased mechanization of 
farms and improved cultivation systems which 
will benefit the Country, since increased cul- 
tivated areas and greater yields will be the 
consequence. 

Livestock raising, both cattle and sheep, re- 
ceived equal attention. In this respect we may 
mention the suspension of subsidies for im- 
ported meat which, enabling the national pro- 
ducer to compete on equal terms with the 
foreign product, eliminated at the same time 
a heavy burden on the Treasury. The price of 
wool, a determining factor in the economy of 
southern Peru, showed throughout the year a 
stable and firm tendency, the actual outlook 
being relatively favourable. 

Mining was affected perhaps more than any 
other sector of our production by the decline in 
prices of several of our products (lead, zinc, 
gold, tungsten, etc.), but maintained neverthe- 
less an intense rhythm of activity and, based on 
the available data, it may be expected that the 
total volume of its production will not lag 
behind last year. On the other hand, Peru 
entered in 1953 the group of iron ore exporting 


countries, among which it is destined to occupy 
an important position following the develop- 
ment of the new and important fields actually 
under study. 

Oil production seems to have been slightly 
inferior to 1952, but the beginning of drilling 
in the Sechura Desert and the interest shown by 
several foreign companies which solicited con- 
cessions in excess of 6 million hectares for ex- 
ploration and exploitation on the Coast and in 
eastern Peru, represent for the Country in 
general and the northern region in particular 
the first steps towards desirable development. 

As a whole, manufacturing industries and 
specially those with adequate customs protec- 
tion, were able to develop their activities at an 
increased rhythm and with generally favour- 
able results, despite foreign competition. At 
this time reference should be made to the con- 
venience of increasing the already insufficient 
capital of the Banco Industrial which, together 
with the other Fomento Banks, will continue 
to be called upon to fulfil an essentially useful 
function in support of our manufacturing 
industries. 


Favourable Internal Conditions 

Appreciable exports partly compensated for 
the lower prices and their proceeds in foreign 
currency kept on a relatively high level. On 
the other hand, the political atmosphere of 
peace which the Country continued to enjoy, 
permitted that income from investments 
reached an important figure with the result 
that total income during 1953 in foreign cur- 
rency was practically the same as the previous 
year. It may be presumed that during 1954 
this situation will remain equally favourable, 
and that the recent agreement with the British 
Bondholders, which definitely regularizes our 
foreign debt, will permit the Country to re- 
ceive from abroad that financial support 
which it may rightly expect in view of its 
economic position. 

The favourable internal development, as 
described above, gave rise to greater activity 
in the commercial sector of our economy. Im- 
porters and foreign suppliers took advantage of 
the benefits of Peru’s sound system of trade 
and foreign exchange freedom, resulting in an 
important deficit of our foreign trade balance 
that could not fail to reflect on our currency 


quotation. In a country with economic free- 
dom, like Peru, the rate of Exchange will 
necessarily adapt itself to the occasional 


necessities of the situation, and its fluctuations, 
if kept within certain limits, are propitious to 
maintain activities on a reasonable level. On 
the other hand, the stability of our rate of 
Exchange must constitute the basic objective 
of our economy. To this purpose all our active 
forces can and must contribute, because only a 
sound and stable currency will permit a 
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balanced economic development. It will help 
to avoid disturbances in prices and conse- 
quently in the cost of living and thus represent 
a basic factor of the necessary social tranquility. 

Towards this end our Government has 
already put into practice certain measures tend- 
ing to adjust investments of the budget income 
in public works to figures more in accordance 
with present changed economic conditions, to 
avoid excessive credit expansion and to correct 
commercial practices as regards imports con- 
sidered as opposed to the national convenience. 

It is to be hoped that the co-ordinated efforts 
of all factors in consolidating our progress and 
correcting some excesses will permit the main- 
tenance of our sound economy on a path of 
security and continued development. 


The Balance Sheet 


The results shown on the Balance Sheet 
which we have the privilege to submit for your 
consideration, reflect the development of the 
Bank and increasing support which, within the 
norms of our traditional prudence, we gave 
once more to all sound economic activities, 
particularly in the sector of our production. 

With a view to further improve our services 
to our clients, we opened in 1953 two new City 
Branches in Lima at Brefia and Jests Maria, 
and at the beginning of the present year in the 
sector of San Isidro, a new Branch equipped 


with the latest conveniences and banking 
facilities. 
The Extraordinary General Meeting of 


November 6, 1953, approved the increase of the 
capital of our Institution from S/.60,000,000.00 
to S/.80,000,000.00 by means of the issue of 
200,000 new shares, which are fully paid-up. 

After having written off investments made 
during the year in buildings, furniture and 
fittings, and after making depreciations and 
provisions, the profits obtained in 1953 
amount to S/. 14,5600,586.09 
which together with the 

balance of undistributed 


profits of previous years __e,, 2,625,350.01 





makes atotalof.. S/. 


17,185,942.10 








We propose that this sum be distributed as 
follows: 


To the Ordinary Reserve $S/. 
To the Shareholders a 
dividend of 16%, of 
which 6°, has already 
been paid - 
To the Board of Direc tors 
and the Personnel of the 
Bank, in accordance 
with Article 40 of our 
Statutes ee pa 
Leaving in the _ Extra- 
ordinary Reserves ac- 
count a balance of un- 
distributed profits of 
previous years of 


3,500,000.00 


9,000,000.00 


1,450,058.61 


2,629, 883. 49 





Total .. S/. 17,185,942.10 





Once the above distribution has been ap- 
proved, the Capital and Reserves of the Bank 
will be as follows: 

Paid-up Capital .. + SH, 
Legal Reserve 
Legal Reserve of the Sav- 

ings Department 
Ordinary Reserve cs 
Undistributed profits of 

previous years Ha ‘ 


$O0,000,000.00 
20,000,000.00 


28,000,000.00 
I 2,900,000.00 


2,629,8383.49 





143,529,853.49 


Total in “a 





Once again it is our pleasant duty to express 
our gratitude to the customers of our In- 
stitution for their constant support and friend- 
ship, and our appreciation of the efficient 
collaboration received from the Management 
and Personnel of the Bank. 


In accordance with the Bank Law, it 1s your 
duty to elect the Board of Directors of the 
Institution for the year 1954, the retiring 
Directors being eligible for re-election. 


Lima, February 19, 1954. 





ASSETS 


Cash and Funds available... SS. 
Loans and Discounts 7 i 
Securities .. 
Securities held as Guarante e 

for Savings Deposits. 
Bank Premises, Furniture 


311.390.631.775 
1,169,582,955.95 
24.616,863.50 


16,384,100.00 





and Fixtures ; ; cs 1,800.001.00 
Exchange Operations si ne 125,340,610.64 
Sundry Debtors... ie »  145,148,028.19 
SS. 1,794,263,191.03 


Securities held as Collateral 
against Loans, and in Safe 





Custody : ; » 900,404,249.75 
Bills for Collection - »  #87,381,567.11 
Mortgage Guarantees “y - 78,302,785.62 
Debtors per Contra * »  166,773,665.39 

S/. 3,727,125,458.90 








BANCO DE CREDITO DEL PERU 
CONDENSED BALANCE SHEET 





3ist December, 1953 


LIABILITIES 


Capital a 5% og. “San 

Reserves 

Deposits 

Exchange Ope rations 

Provisions and Sundry 
Creditors .. 

Profit and Loss Account 


80,000,000.00 
60,025,356.01 
1,298,299,912.56 
126,580,104.69 


214,797,231.68 
14,560,586.09 








S/. 1,794,263,191.03 

Deposits of Securities held 

as Collateral against Loans 
and in Safe Custody - 900 404,249.75 
Deposits of Bills for Collection 787,381,567.11 
Mortgage Guarantees 1 a 78,302,785.62 
Creditors per Contra ~ »  166,773,665.39 
S/. 3,727,125,458.90 
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HAMBROS BANK LIMITED 


Head Office : 


HE forty-second annual general meeting 

of Hambros Bank Ltd. will be held on 

Thursday, June 3, 1954, at the offices of 
the bank, 41 Bishopsgate, London, E.C.2. 


The following is the statement of the chair- 
man, Mr. R. Olaf Hambro, circulated with the 
report and accounts for the year to March 31, 
1954: 


In my statement last year I referred to a 
noticeable but gradual release of controls by 
the Government and during the year under 
review further relaxations from Exchange re- 
gulations have been made. It must be the 
hope of all of us that this year it will be possible 
for this country further to release the individual 
from the remaining controls which prevent him 
from freely using his own money, thereby 
approaching what has become to be known 
generally as convertibility, which is_ only 
another name for freedom. It is, to my mind, 
remarkable that people all over the world who 
have had their money blocked here for years 
should be willing to trust London again. It 
does seem, however, that this is what they are 
willing or, at any rate, inclined to do, which 
shows great faith in this country. We all, of 
course, agree that the controls imposed on us 
were necessary after the war but the danger of 
these is that they build up a machine with 
officials who get used to the machinery and are 
loath to give it up. One way or another, if 
London is toresume its world financial position, 
which it can still do, all restrictions must be 
gradually removed. 


The past year, in spite of my foregoing re- 
marks, has seen an increased expansion in the 
activities of the Bank. The rise in Acceptances 
is fairly spread over the countries in which we 
mostly operate, which, as is well known, are 
Norway, Sweden, Denmark and Finland, also 
our old connections in Southern Europe, parti- 


41 BISHOPSGATE, E.C.2 


cularly Italy, Greece and Portugal. There has 
also been a rise in demands at home for ad- 
vances against produce, both for export and 
import, which is reflected in the rise in Loans 
and Advances, The Balance Sheet generally 
shows expansion in all directions and the 
liquidity remains in the strong position which 
it has shown in past years. 


Turning to the Profit and Loss Account, the 
net profit figure comparable to that of March 
1953 is £424,708 against £396,452. This is 
very satisfactory and shows the increase in the 
activity of the Bank. 


The Combined Statement of our Subsidiaries 
consists primarily of Hambros Investment 
Trust together with the Executor and Nominee 
companies. The valuation of Hambros Invest- 
ment Trust stands at the very considerable 
figure of {£750,000 above the value in our 


AJ 


Balance Sheet. 


A new investment has been added during the 
year by the creation of a Canadian Trust Com- 
pany known as Locana Corporation Ltd. in 
which we have participated with Messrs. 
Harrisons & Crosfield Ltd. and others, and to 
the Board of which we have appointed Mr. 
Jocelyn Hambro. 


Owing to the recession in America the 
Hambro Trading Company of America Inc. has 
had to reduce further its activities as the diffi- 
culty in selling British goods in the U.S.A. 
increases. 


Last year I referred to certain changes in the 
management and I would like to congratulate 
the managers on the smooth working of the 
new arrangement and also, through them, the 
whole staff, who once again, during a very 
active year, have done excellent work and 
given that service which is proof of their con- 
tinued loyalty to the Bank. 





LIABILITIES 


Current, Deposit and_ other 
Accounts... 49,389,748 
Acceptances 18,079,878 


Paid-up Capital 


3,000,000 


Reserve 2,250,000 





ASSETS 
£ 
Cash in Hand, at Bankers and at 
Call ey ae! “4 .. 22,049,932 
Bills of Exchange .. x 6,88 


British Government Securities 
Loans, Advances and_ other 
Accounts ‘5 + 
Investments in Subsidiaries 
Liabilities of Customers for 
Acceptances on a 


14,097,453 
2,284,162 


18,079,878 
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BANCO DI ROMA 


CORRECTION TO REPORT IN 
THE MAY ISSUE (Page XXIII) 


In the 2nd column, for “ BILLS FOR COLLECTION, having increased ’’ 
read “ DEPOSITS AND CURRENT ACCOUNTS” 














TURKIYE IS BANKASI 


HEAD OFFICE: ANKARA 


CAPITAL, RESERVES AND PROVISIONS: T.L. 67.195.000 
DEPOSITS: T.L. 644.290.183 


136 Branches in Turkey. Foreign Branch : Alexandria 
Correspondents throughout the World. 


COMPLETE BANKING SERVICE. 





As it is the leading Commercial, Deposit Bank of Affair of Turkey it is in a position to help 
the prospective foreign investors in Turkey, or, if necessary, to co-operate with them. 














- SOCIETE GENERALE 


pour favoriser le développement du Commerce et de I’Industrie en France 
ESTABLISHED 1864 


(Incorporated in France with limited liability) 


Head Office: 29 Boulevard Haussmann, PARIS (9e) 
London Office: 105 Old Broad Street, £.C.2 
New York Agency: 60 Wall Street 
Buenos Aires Office: Calle Reconquista 330 
OVER 1,300 BRANCHES IN FRANCE AND IN FRENCH AFRICA 
(Algeria, Tunisia, Morocco, French West Africa, French Equatorial Africa) 
—_ SUBSIDIARIES: ‘ae 
SOCIETE FRANCAISE DE BANQUE ET DE DEPOTS 
(Brussels, Antwerp, Charleroi, London) 
SOCIETE GENERALE DE BANQUE 
(Barcelona, Valencia) 


BANCO FRANCO CUBANO 


Havana 








ASSOCIATED BANK: SOCIETE GENERALE ALSACIENNE DE BANQUE 


(Strasbourg, Metz, Mulhouse, Colmar, etc., Kolin, Sarrebriick and Zurich) 
Represented in Mainz 





TRAVELLERS CHEQUES IN FRENCH FRANCS ISSUED 
CORRESPONDENTS IN ALL PARTS OF THE WORLD 
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THE PRUDENTIAL ASSURANCE COMPANY 
LIMITED 





N the course of his remarks at the annual 
general meeting Mr. E. J. W._ Borrajo, 
M.B.E., A.I.A., Deputy Chairman of the 
Company, said: 
Ordinary Branch 

In the Ordinary Branch the total sums 
assttred, including bonuses, under policies in 
force at the end of the vear exceeded 
£908,000,000. 

Out of the surplus for the year 1953 a sum 
of over 46,750,000 has been allocated to 
policyholders and the Directors have declared 
for with-profit policies issued in the United 
Kingdom (other than group pension policies) a 
reversionary bonus at the rate of {1 18s. per 
{100 sum assured—an increase of 4s. per cent. 


_ over the rate for 1952. 


Industrial Branch 


In the Industrial Branch the total sums 
assured and bonuses in force now exceed 
#1,000,000,000. 

Out of the surplus for the year 1953 a sum 
of over £8,300,000 has been allocated to 
policyholders and the Directors have declared 
a reversionary bonus at the rate of £1 Ios. per 
cent. on all participating policies. This is an 
increase of 2s. per cent. over the rate for the 
previous year. 

Bonuses paid last year on claims by death 
and maturity added, on the average, over 19 
per cent. to the original sums assured. 


Profits in the Life Branches 


You will not, I am sure, have failed to note 
the increases in the rates of reversionary bonus 
declared over the last few years. 

In recent years we have been emerging from 
the straitened conditions of the war and of the 
immediate post-war period and as a result the 
growth of the distributable surpluses has been 
abnormally rapid. 


General Branch 


Our General Branch business has shown 
gratifying expansion during 1953, the premium 
income increasing by over {900,000 to nearly 
£12,000,000. In addition, premiums of 
#1,800,000 were obtained by our American 
subsidiary and of the 413,800,000 total some 
£8,000,000 was derived from overseas sources. 
Our General Branch premium income has 
more than trebled since 1945, an expansion 
even more striking than our progress in the 
Ordinary Branch. 


Investments 


Our Company is at all times ready and 
willing to play its part in providing finance 
for undertakings which are expanding on 
sound and progressive lines. Such investments 
properly selected are in the interests of our 
policyholders and at the same time advanta- 
geous to the national economy. It has been 
our experience that there have not been 


sufficient investments of this character avail- 
able to absorb the funds at our disposal and 
this may well be an indication that too little 
is being done towards the re-equipment and 
modernisation of British industry. We have 
increased our holding of ordinary shares by 
nearly £8 million. This follows a_ similar 
increase 1n 1952 and brings the total amount 
invested in this class of security to a figure 
of 483,000,000. 

1 hope that these remarks provide an 
adequate answer to the suggestion frequently 
made that we are unwilling to finance industrv 
to a sufficient extent, particularly in the form 
of equity capital. On the other hand, it has 
been suggested that our large holdings of 
ordinary shares may give us an undesirable 
measure of control over British industry. It is 
our policy to steer a middle course between 
our readiness to invest in industry and our 
desire to avoid holding a large proportion of 
the equity capital of individual companies. 

Although our total investment in ordinary 
shares is substantial, our portfolio embraces a 
very large number of companies. Such a wide 
distribution achieves our wish to avoid unduly 
large individual holdings and at the same time 
provides a greater measure of security than 
can be obtained by the investment of very 
large sums in a relatively small number of 
concerns. 

It is our clear and definite policy not to 
acquire such large proportionate holdings in 
industrial companies that we might be called 
upon to intervene in matters of management 
and direction. 

Our funds represent reserves which are 
required to meet the obligations under our 
insurance contracts. It must therefore be our 
aim, as has been previously stated on so many 
occasions, to invest our funds with a view to 
producing the best return for our policy- 
holders. The very real competition which 
exists between the many offices seeking to 
achieve this aim is a vital factor in main- 


taining a healthy capital market, thereby 
enabling the intending borrower to raise 


money on fair and equitable terms. 

The introductron of State control of the 
investments of insurance companies would, by 
removing this competitive element, seriously 
interfere with the smooth working of the 
market to the disadvantage of those desiring 
to raise fresh capital. More serious still would 
be the effect upon the prospects of the policy- 
holders. In my view it is quite clear that 
State control of life assurance investments 
would result in subordinating the _ policy- 
holders’ interests to political considerations. 


Staff 
I come now to the staff. To all grades, both 
at home and overseas, I express our apprecia- 
tion of the manner in which, in widely differing 
spheres, they have served the Company during 
the past year. 
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The 


Union Discount Company 
of London Ltd. 


(ESTABLISHED 1885) 


CAPITAL & RESERVES - £8,000,000 





TREASURY, BANK AND FIRST - 
CLASS TRADE BILLS DISCOUNTED. 


MONEY RECEIVED ON _ DEPOSIT 
AT CALL OR FOR FIXED PERIODS 





39 CORNHILL, LONDON, E.C.3 



































HENRY ANSBACHER AND COMPANY 


Bankers 


117 BISHOPSGATE - LONDON - EC2 
Telephone: Avenue 1030 


Telegrams: Ansbacher, London 





All enquiries relating to EIRE should be addressed to 
ANSBACHER & CO., LTD. 
85 Merrion Square, Dublin, EIRE 
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THE EMPLOYERS’ ASSURANCE 





Record Trading Profit 





Lord Courtauld-Thomson’s Review 





HE seventy-third annual general meeting 

of The Employers’ Liability Assurance 

Corporation, Ltd., was held on May 26 
in London. 

The following are extracts from the state- 
ment by the Chairman, the Rt. Hon. Lord 
Courtauld-Thomson, K.B.E., C.B., which has 
been circulated with the Report and Accounts 
for the year ended December 31, 1953: 

On December 31 of this year, after thirty 
years as-a Director and twenty years as 
Chairman, I propose to retire from the Chair- 
manship of the Corporation, and it is the 
unanimous wish of the Directors that Viscount 
Knollys should be invited to become Chairman 
in my place. For many reasons the Board 
would have been glad if Lord Knollys could 
have continued his notable and_ successful 
services as Managing Director. Lord Knollys, 
however, wishes to relinquish this post, to 
which he was first appointed twenty-one years 
ago, because he feels the time has come to 
facilitate promotion.” He has therefore for 
some time, in co-operation with the Directors, 
been making arrangements for the appoint- 
ment of a successor as Chief Executive and the 
consequential changes. In this connection, it 
is generally recognised that, if promotions and 
appointments in any organisation are unduly 
delayed, those involved in the changes might 
in some cases be too old to embark on the 
new duties which they are called upon to 
undertake. 

Amongst many other qualifications he has 
very exceptional knowledge of the United 
States, where so much of our business lies, as 
well as of Canada and other business areas 
overseas, and the Board are glad to feel that 
as an active Chairman he will still be in a 
position to provide this experience and know- 
ledge to a special degree, not least in main- 
taining contact with our overseas business by 
means of those personal visits which have been 
invaluable in the past. 


Result of Year’s Operations 


The combined premium income of our 
group of companies for 1953 was £27,664,156, 
an increase of £1,935,333 on that for 1952. 
The Corporation’s own underwriting profit for 
the year was £915,828. Our share of the Life 
profits of the Clerical, Medical and General 
was £55,816, and gross interest £849,851. After 
transferring £320,000 to Staff Pension Account 
and charging sundry expenses of £43,386, 
there was a total trading profit of £1,458,109, 
the largest figure ever recorded by the Cor- 
poration. We have provided £885,891 for 
taxation, leaving our net profit at £572,218. 
With £750,667 brought forward from last 
year we have available a total of £1,322,885. 
The directors have appropriated £250,000 to 


General Reserve and recommend a= final 
dividend of 3s. per share, making a total 
dividend for the year of 4s. 6d. per share, less 
income tax. This would cost £190,463 net, 
leaving the Carry Forward at £882,422, an 
increase of £131,755. The directors have 
approved the transfer of a further £500,000 
from inner reserves to the General Reserve, 
which now amounts to £4,250,000. 

The directors feel that the time has now 
come to pay up the uncalled capital of 15s. 
per share on the existing shares by capitalising 
£1,154,317 tos. from General Reserve. 


Increase of Capital 


We are informing the shareholders of an 
issue of fresh capital which we are making. 
Apart from a small internal issue in 1928, the 
paid-up capital which is now £384,772, has 
not been changed since 1921. In this period 
the premium income has increased from 
£5,500,000 to almost {25,000,000 per annum 
and fresh capital is now desirable to enable 
the Corporation to continue even more actively 
its policy of world-wide development, par- 
ticularly in Fire business. 

As the result of these operations the total 
issued Share Capital will be increased to 
£2,000,000, which, with the General Reserve 
and Carry Forward, will then give a total of 
over £7,500,000. 

We have continued our policy of the steady 
expansion of our Fire business, and the pre- 
miums in this account again showed a con- 
siderable increase at {2,443,350, £338,825 
higher than in 1952, with an underwriting 
profit of £119,266. 

The premiums in the Accident and General 
Account have increased by {1,531,358 to 
£22,402,866, and the underwriting profit 
amounted to £796,562 compared with £233,171 
a year ago. This welcome advance is due 
mainly to a more profitable experience in the 
United States, and to a very considerable 
improvement in the results from Canada. 

Our associated Life office, the Clerical, 
Medical and General, continues to do well. 
Net new business for 1953, at £7,302,053, 
showed an increase of £583,933, and the 
annual premium income exceeded {2,000,000 
for the first time. 

The results of our Marine subsidiary, The 
Merchants Marine, continue to be satisfactory. 
The net Marine premiums totalled £496,906, 
and the Marine Fund at the end of the year 
amounted to £698,568, or 140 per cent. of the 
premium income. 

Total investments amounted to /£32,579,590, 
an increase of £3,050,584. Their total market 
values at December 31, 1953, showed an even 
greater appreciation than last year over the 
total book values. 
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THE 
BANK OF INDIA 
LIMITED 


(Incorporated in India) 
ESTABLISHED—1906 


CAPITAL SUBSCRIBED ... Rs.5,00,00,000 
CAPITAL PAID UP ... Rs.2,50,00,000 
RESERVE FUND ... Rs.3,52,00,000 


HEAD OFFICE : 
MAHATMA GANDHI ROAD, BOMBAY 


LONDON OFFICE : 
17 MOORGATE E.C.2 


Branches in India: 


AHMEDABAD: GANDHIDHAM 
Bhadra (Main Office) (Kutch) 
Ellis Bridge HYDERABAD 
Gandhi Road (Deccan) 
Manek Chowk JAMSHEDPUR 
Station Branch JUNAGADH 
AMRITSAR KOZHIKODE 
BHUJ (KUTCH) (formerly Calicut) 
BOMBAY: MADRAS 
Andheri NAGPUR: 
Bandra Kingsway 
Bullion Exchange Itwari Bazar 
Colaba NEW DELHI 
K albadevi PALANPUR 
Malabar Hill POONA 
CALCUTTA: POONA CITY 
Netaji Subhas Rd. RAJKOT 
(Main Office) SHOLAPUR 
Bara Bazar SURAT 
Chowringhee Square VERAVAL 
COIMBATORE 


Branches outside India: 
ADEN JINJA KAMPALA KARACHI 


MOMBASA NAIROBI OSAKA 
SINGAPORE TOKYO 


Directors: 
Sir Cowasjee Jehangir, Baronet, G.B.E., K.C.I.E., 
Chairman; Mr. Ambalal Sarabhai, Sir Joseph 
Kay, K.B.E., Mr. Dinsha K. Daji, Mr. Ramniwas 
Ramnarain, Mr. Bhagvandas Chunilal Mehta, 
Mr. Krishnaraj M. D. Thackersey, Mr. A. D. 
Shroff 


Every Description of Banking 


Business Undertaken 


A. C. Clarke, General Manager 





























U. D. TI. 


and ASSOCIATE COMPANIES 


Provide a service for every branch 
of Industry and Commerce at 
every stage of its development. 


FOR companies requiring plant, 
equipment and transport, 


FOR the enlargement and de- 
velopment of premises and works, 


FOR companies contemplating 
a public issue or a placing of shares, 


FOR advice and assistance in 
the capitalisation of private com- 
panies to prepare for the incidence 
of Death Duties. 
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UNITED DOMINIONS 
TRUST LIMITED 


Regis House, King William Street 
London, E.C.4 


Branches throughout the United Kingdom 
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A Man of Affairs, 1880 


= CLOSE ALLIANCE of determined enterprise with irreproachable 

integrity made Victorian London the world’s great trading 
centre. Many of those in whom such qualities were best exemplified 
turned to Lloyds Bank for information and advice before they made 


the decisions on which the prosperity of their age was built. Their 


sons and successors are among the Bank’s customers today. 


LLOYDS BANK 


LIMITED 
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BANKING 

ACCOUNT-— 
who— 








There are many weekly 
wage and salary earners 
who feel the need for Banking service but lack 
the encouragement to come to you. Make it 
easy for them to set aside savings 














Home Safe. 


Strong and durable, these 
handsome book-type Home 


smart leather-cloth covers. 





CO. LTD. 


Birmingham 6 


PEARSON-PAGE-JEWSBURY 
Dept. 12, Westwood Works, Witton, 





P125 


to be | 
deposited later with you by providing a P.P.J. | 


% Samples and prices | 


Safes are supplied with your | 
name and house-mark em- | 
bossed on a wide choice of 


gladly sent on request | 





















SUN LIFE ASSURANCE 
COMPANY OF CANADA 


(Incorporated in Canada in 1865 by Act 
of Parliament as a limited Company) 


With branch offices established in many 
countries throughout the world, the 
Company is staffed and equipped to 
render efficient service to men and 
women who own nearly 2,000,000 
policies and group policy certificatés. 
In Great Britain and the Republic of 
Ireland there are branch offices in 21 
important centres, directed by the 
Company’s London Administrative 
ffice. 

New assurances transacted in 1953 in 
the British Department of the Company 
amounted to £16,500,000 out of a total 
of £143,500,000 transacted by the 
Company as a whole. 


M. Macaulay (General Manager for Great Britain 


and Ireland) 


2, 3 & 4 COCKSPUR STREET 


LONDON, S.W.1 
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B. W. BLYDENSTEIN & CO. 


BANKERS 


Established in London in 1858 









Partners: 
R. A. Vreede, J. R. R. Wierdsma, H. H. Oerlemans 
The Twentsche Bank (London) Ltd., Netherlands Trading Society (London) Ltd. 










WE ARE ABLE TO GIVE A SPECIALIZED SERVICE COVERING 
ALL TRANSACTIONS WITH THE NETHERLANDS, 
NETHERLANDS ANTILLES, SURINAM, 
PORE, MALAYA, BURMA, INDIA, PAKISTAN, THE FAR EAST, 
SAUDI ARABIA, EAST AFRICA, URUGUAY AND NEW YORK 


THE 
INDONESIA, SINGA- 


















54,55 & 56, THREADNEEDLE STREET, LONDON, E.C.2 
Telephone: LONdon Wall 2131 
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JOH. BERENBERG, GOSSLER & CO. 


Founded 1590 





Foreign Trade Bankers 





HAMBURG II Alterwall 32 


Telephone: 32 1266 Teleprinter: 021 1157 Telegraphic Address: Berenberg 


——_—_—_ -- 
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BANCA TOSCANA 


ESTABLISHED 1904 
HEAD OFFICE : FLORENCE 
142 BRANCHES THROUGHOUT TUSCANY 
® 
Paid up Capital Lit.300,000,000 Reserve Funds Lit.741,769,669 
8 
EVERY KIND OF BANKING BUSINESS TRANSACTED : 














FOR NEW IDEAS * 
ON BUSINESS SAFETY 


At any hour, any day or night, fire may 
strike at the nerve centre of your 
business — at the irreplaceable records 
and documents, the loss of which means 
business paralysis. You cannot insure 
against such a disaster, you can prevent 
it. Call in the Man from Remington 
Rand and he will suggest the plan and 
equipment to provide night and day 
safety for your business records. 





*REMINGTON SAFE PRODUCTS 6are  monolithicatly 


constructed with an insulation which never deteriorates. They provide point-of-use 
protection for business records through the intense heats and impacts incidental to the 
severest fires. Safe Cabinets are certified to withstand fire rising to 2,000 F, up to 
three hours; Safetifile 60, fire rising to 1,700°F, for at least one hour. Do they sound 
like the answer to your fire-risk worries? Let us prove that they are. 


Send for the Man from Memington Mtand 





COUPON: |! would. like to learn more about Remington Rand Safe Products. Please * arrange for a 
representative to visit me [] + send me informative free literature [J (tick course of action required) 


Nissho allspice hae aad aiiaisieguaiaasena tte can si aiiecemla dale 
REMINGTON RAND LTD, 1-19 NEW OXFORD STREET, LONDON, WCI 
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ave Banker’s Mitch 


Nautical knots and hitches will always remain impenetrable mysteries to 
this Banker! And the question of seamen’s welfare, too, may at first sight 
appear a knotty problem. A client asks ‘‘ How can my legacy best benefit 
sailors ?”” There are many societies to which sailors turn in times of 
trouble. What is he to advise? 

The solution is no mystery. King George’s Fund for Sailors makes grants 
to over 120 welfare and benevolent societies. A legacy in favour of this 
central fund for all sea-services helps sailors and their dependants everywhere 


King George’s Fund for Sailors 


CAPTAIN STUART PATON, C.B.E., R.N. (General Secretary), | Chesham Street, London, S.W./ 

















i IONIAN BANK LIMITED | 
| | Established in 1839, the Ionian Bank Ltd. has had more’ | 
| than a century’s experience of trade with Greece and the 
|| Levant, and now possesses nearly 40 branches in Greece, ||| 
Egypt and Cyprus. Its Head Offce is at: } 

25-31 Moorgate, London, E.C.2 


Telephone : Monarch 6727/9 


























THE BANK OF BERMUDA, LTD. 


HAMILTON 
Somerset St. George’s 
CAPITAL £125,000 
TOTAL RESERVES £348,695 
TOTAL RESOURCES £8,344,639 
Complete Banking and Trust Facilities ; Real Estate Division 


Sole Depository of the Imperial Government in Bermuda 
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MADRAS 
j ia: Other B hes: 
Branches in India: Through our Branches in India cubeicemmiees 
MADRAS d SE. As 4 ) BANGKOK 
an .E. Asia, 5 
po ia, and a world RANGOON 
THROUGHOUT wide network of Correspon- COLOMBO 
SOUTH INDIA dents, we can offer to those SINGAPORE 
who trade Overseas PENANG 
BOMBAY 
A COMPLETE BANKING iPOH 
MANDVI KUALA LUMPUR 
SERVICE 
CALCUTTA MALACCA 
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Amber Hare Charm 








- its electrical properties known for over 

2,500 years, amber was prized for making 
protective charms against dangers of the unknown. 
Farseeing people still seek protection from future 
adversity—they find it in Life Assurance. Since 
1877, we have helped numbers of men—and 
women too—to provide certain security for dep- 
endants in the event of premature death—to 
build capital and income for retirement—to own 
their homes, etc. Write for our attractive 
leaflet ‘‘ Life Assurance for Every Man”’ and for 
details of our TOP HAT Policies on most favour- 
able terms—now further improved. 








Provident House, 246 Bishopsgate, London, E.C,2 


Telephone: BiShopsgate 5786 
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REASURE YOUR‘ 
LEISURE 


Make your home at 
IVY HOUSE MARLBOROUGH § 


mana by the 
peace and beauty of 
%. | Wiltshire and free from 
the countless worries of 
running a house, you 

i will find here close 
| personal attention, re- 
markable food and 
— complete comfort in a 
Siz] friendly home. Some § 
vacancies exist for per- 
manent residents. 





ivY HOUSE HOTEL 
MARLBOROUGH, WILTSHIRE 











THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746 


Head Office:—38 ST. ANDREW SQUARE, EDINBURGH 











| Branches throughout Scotland 


London Offices: 
City Office:—38 THREADNEEDLE STREET, E.C.2 
West End Branch:— 198 PICCADILLY, W.I 
Affiliated to Barclays Bank Limited. 




















is the reversionary bonus declared for the five years 1949-53 
ee by the Scottish Widows’ Fund—a striking addition to the 
| ‘Unique Record’. 


per cent per annum For particulars of how you may become a member of this 


COMPOUND vigorous profit-sharing Society write to 


SCOTTISH WIDOWS’ FUND 


Head Office: 9 St. Andrew Square, Edinburgh 2 
London Offices: 
28 Cornhill, E.C.3 17 Waterloo Place, S.W.1 





























THE STANDARD BANK 
OF SOUTH AFRICA 


LIMITED 


Bankers in South Africa to the United Kingdom Government. 

Bankers to the Federal Government of Rhodesia and Nyasaland, 

and to the Governments of Southern Rhodesia, Northern 
Rhodesia, Nyasaland and Tanganyika. 





Capital Authorised - - - £15,000,000 
Capital Subscribed - - - £12,000,000 
Capital Paid-up_ - - - - £7,000,000 
Reserve Fund - - - - £7,000,000 


10 CLEMENTS LANE, LOMBARD STREET 
& 77 KING WILLIAM STREET, LONDON, E.C.4 


LONDON WALL Branch, 63 London Wall, E.C.2 
WEST-END Branch, 9 Northumberland Avenue, W.C.2 
NEW YORK AGENCY, 67 Wall Street 
HAMBURG AGENCY, Speersort, 6 
More than 600 Branches, Sub-Branches and Agencies in SOUTH, EAST and 
CENTRAL AFRICA 
Banking Business of every description transacted 
at all Branches and Agencies 
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HEAD OFFICE OSAKA, 
NEW YORK AGENCY 
149 BROADWAY NEW YORK,6,N. Y., U. 5. A. 
REPRESENTATIVE OFFICES 
LONDON, ENGLAND KARACHI, PAKISTAN 


THE SUMITOMO BANK (CALIFORNIA) 
HEAD OFFICE : 440 MONTGOMERY Sf., 
SAN FRANCISCO, CALLF., U.S.A. 
BRANCH : 101 SOUTH SAN PEDRO ST., 
LOS ANGELES, CALIF., U.S.A. 


JAPAN 







































NATIONAL BANK 
SCOTLAND 


LIMITED 


TOTAL ASSETS EXCEED £117,000,000 


HEAD OFFICE : 
42 St. Andrew Square, Edinburgh 


General Manager: J. ALLAN BROWN 


LONDON CITY OFFICE : WEST END OFFICE : 
37 Nicholas Lane, 18-20 Regent Street, 
Lombard Street, E.C.4 Piccadilly Circus, S.W.! 


BRANCHES THROUGHOUT SCOTLAND 

















GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53, CORNHILL, 
LONDON, E.C.3 





GUINNESS & MAHON 


17, COLLEGE GREEN, 
DUBLIN 











GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 


115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 
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ALEXANDERS DISCOUNT COMPANY 
LIMITED 


24 LOMBARD STREET, LONDON, § E.C.3. 


CAPITAL PAID UP - : <1 ,400,000 
RESERVES — - - . - 2,500,000 


DIRECTORS : 
SIR ERIC GORE BROWNE, D.S.O., O.B.E., T.D. (CHatrMan) 
ROBERT ALEXANDER 
THE Rt. Hon. LORD BALFOUR OF BURLEIGH, D.L. 
MARK DINELEY 
SEYMOUR JOHN LOUIS EGERTON 
JOHN PATRICK RIVERSDALE GLYN 
ALAN RUSSELL 








MANAGER: 
ANTONY MACNAGHTEN 
Deputy MANAGER: CHARLES C. DAWKINS 
ASSISTANT MANAGERS: A. J. MCLENNAN, M, L. CREGEEN 
SECRETARY: F. W. HATCHER 








BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 
MONEY RECEIVED ON DEPOSIT. 
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Bank, Ltd. 


Nagoya, Japan 


184 Offices throughout Japan 
Representative Office: New York 














Roya Bank oF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 


Governor 
His Grace the Duke of Buccleuch and Queensberry, K.T., P.C., G.C.V.O., LL.D. 
Deputy Governor 
Alexander Maitland, Q.C., D.L. 


General Managers 
William A. Watt and W. R. Ballantyne 


= 


HEAD OFFICE 
ST. ANDREW SQUARE, EDINBURGH 
BRANCHES THROUGHOUT SCOTLAND 








CORRESPONDENTS THROUGHOUT THE WORLD 


LONDON OFFICES: 


3 Bishopsgate, E.C.2 TOTAL ASSETS 


8 West Smithfield, E.C.! 


49 Charing Cross, S.W.| £ | 70,58 ! ,433 Associated Banks: 


Burlington Gardens, W.|! 
Glyn, Mills & Co. 
64 New Bond Street, W.! Williams Deacon’s Bank Ltd. 
































~BANQUE DE L’INDOCHINE 


64, Bishopsgate, E.C.2 
FOREIGN BRANCHES : LONDON, HONG-KONG, SINGAPORE, BANGKOK, TOKYO, ADDIS-ABEBA, 
TANGIER, JEDDA, DAMMAM, ALKOBAR-DHAHRAN, SHANGHAI, TIEN-TSIN. 


FRENCH UNION: MARSEILLES, DJIBOUTI, PONDICHERRY, PAPEETE, NOUMEA, PORT-VILA, SAIGON, 
CANTHO, HANOI, HAIPHONG, TOURANE, DALAT, PNOM-PENH, BATTAMBANG, VIENTIANE 


SUBSIDIARIES: JOHANNESBURG, PORT ELIZABETH. 








CORRESPONDENTS ALL OVER THE WORLD 





HEAD OFFICE: 





San -— 




















96, Boulevard Haussmann-8¢ ARR, PARIS | 











BANCO DI SANTO SPIRITO 


TRERGERERR ERR ORES SRERRGRBRRREEE 


Head Office: ROMA — 173, Via del Corso 


CORRESPONDENTS ALL OVER THE WORLD 














PANCADA, MORAES & Co. 
Bankers 


37, Rua Augusta Teleg. Addr. 


Lisbon Pamoca 











NATIONALE HANDELSBANK N.V. 


(Incorporated in the Netherlands with Limited Liability) 
Established in 1863 in Amsterdam. 


CAPITAL AND RESERVES FLS. 66.200.000.— 
Head Office : AMSTERDAM 


Offices in Holland, Indonesia, Thailand, Singapore, Hongkong and Japan. 
AFFILIATION IN CANADA : THE MERCANTILE BANK OF CANADA. 
Head Office in Montreal; Branch Office in Vancouver 


Every description of banking business transacted. 
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The COMMERCIAL BANKING COMPANY OF SYDNEY Limited 


Established 1834 Incorporated in New South Wales with limited liability. 
With which is amalgamated THE BANK OF VICTORIA LTD. 

















AUTHORISED CAPITAL- - - - - - £12,000,000 0 0 
CAITR. OA) Ua «6 «se ee £4 739,012 10 0 
RESERVE FUND - - - - «- « «= - £4,700,000 0 0 
RESERVE CAPITAL - - - + «+ «= -« £4,739,012 10 0 
£14,178,025 0 0 

TOTAL DEPOSITS 30th June, 1953 -  - £192,198,883 1 





3 
TOTAL ASSETS 30th June, 1953 - - - £202,042,342 1 4 








HEAD OFFICE: 343 GEORGE STREET, SYDNEY 
General Manager - - A. S. OSBORNE 
LONDON OFFICE: 18 BIRCHIN LANE, LOMBARD STREET, E.C.3. 
Manager - R.H.S.CAVAN Sub Manager - G. A. BROWN 
A tant - L.A. DODD 
WEST END BRANCH: 49/50 BERKELEY STREET, W.1. 
Manager - A. C. McDONALD 


326 Offices and Branches in New South Wales, Queensland, Victoria, South Australia and 


Australian Capital Territory. Agencies throughout Australia and New Zealand and all other 
parts of the world. 


Drafts payable on Demand and Letters of Credit are issued by the London Office on the 
Head Office, Branches and Agencies of the Bank. 


Bills on Australasia negotiated and collected. Remittances cabled and mailed. 














ARAB BANK LIMITED 


Established 1930 


Authorised and Paid-up Capital: J.D. 1,100,000. Reserves: J.D. 2,102,908 
Registered Office: JERUSALEM. Management: AMMAN-JORDAN 
Branches: 
HASHEMITE KINGDOM OF JORDAN AND PALESTINE: Amman, Jerusalem, Nablus, Ramallah, 
Irbid, Tulkarem and Gaza. EGYPT: Cairo (two branches), Alexandria, Port Said, Mansourah, Mehallah 
Kubra and Tanta. IRAQ: Baghdad, Basrah and Mosul. LEBANON: Beirut and Tripoli. SYRIA: 
Damascus, Aleppo, Homs and Banias. LIBYA: Benghazi, Tripoli (under establishment). SAUDI ARABIA: 
Jeddah. SUDAN: Khartoum (under establishment). 
London Correspondents: Midland Bank Limited. 
New York Correspondents: Chase National Bank of the City of New York. 
Guaranty Trust Company and Irving Trust Company. 
Other Correspondents: All over the world. 
The Bank invites you to utilise the services of its Branches for all Banking Transactions with the Middle East 
Arab States 
J.D. (Jordan Dinar) equivalent to one pound sterling 














THE ENGLISH, SCOTTISH & AUSTRALIAN BANK 


LIMITED. 





THROUGH MORE THAN 400 BRANCHES AND AGENCIES 

IN AUSTRALIA THIS BANK OFFERS A COMPLETE BANK- 

ING SERVICE FOR EVERY TYPE OF TRANSACTION 
WITH AUSTRALIA. 


Head Office — 5 Gracechurch Street, London, E.C.3. 
West End Branch — 8-12 Brook Street, W.lI. 


J. A. CLEZY, General Manager in London. 
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~ BANCO INTERNACIONAL DEL PERU 


Head Office: LIMA 


Branches at Arequipa, Barranca, Callao, Cafiete, Casma, Cusco, Chepen, Chiclayo, 
Chimbote, Chincha, Huacho, Huancayo, Huaral, Ica, Juliaca, Miraflores, Nazca, 
Pacasmayo, Paita, Pisco, Piura, Sullana, Tacna, Talara and Trujillo 


Established 1897 Cable Address: INTERBANK 


OFFERS COMPLETE BANKING FACILITIES TO BANKS AND MERCHANTS 


Correspondence is invited regarding collections and drawing arrangements in dollars, sterling or Peruvian 
currency. Correspondents: LONDON: Bankers Trust Company, Barclays Bank, The Hanover Bank, Mid- 
land Bank Ltd., Nat'l Provincial Bank and Westminster Bank: Bank of America N.T. & S.A.., London: 
PARIS: Comptoir Nat’! D’Escompte de Paris, Société Générale; NEW YORK: Bank of the Manhattan 
Company, Bank of America, Bankers Trust Company, Colonial Trust Company, Credit Suisse, Chemical Bank 
& Trust Company, The Chase Nat’! Bk of the city of N. York, Grace Nat’l Bk of N. York, Gty. Trust 
Company of N. York, The Hanover Bk, Irving Trust Company, Manufacturers Trust Company, The Marine 
Midland Trust Co. of N. York, The New York Trust Company, The Nat'l City Bk of N. York, J. Henry 
Schroder Bkg. Corp., Swiss Bk. Corp. and The Royal Bk of Canada: Brown Brothers Harriman, New York: 
CHICAGO: American Nat’! Bk & Trust Company of Chicago and First Nat’l Bk of Chicago: SAN 
FRANCISCO, CAL.: Bank of America N.T. & S.A., Bank of California, Crocker First National Bank; 
BOSTON, MASS.: First National Bank of Boston; DETROIT, MICHIGAN: National Bank of Detroit; 
PHILADELPHIA PA.: Philadelphia National Bank; LOS ANGELES, CAL.: Security First National Bank; 
INDIANA  : Fletcher Trust Co.; TORONTO, CANADA : Canadian Bank of Commerce. 
Also Correspondents in the principal cities of tne world 
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BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 








Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
CAPITAL FULLY PAID... ... ... —... ~~. )~ Rials ~=2,000,000,000.00 
RESERVE (Banking Department) ai sak” “alice ~ 460,000,000.00 


Governor and Chairman of Executive Board: MR. ALI ASGHAR NASSER 
HEAD OFFICE: TEHRAN, IRAN (Persia) 


Over 190 Branches and Agencies throughout Iran 

New York Representatve- 

One Wall St., New York 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous Branches in 
Iran deals with every description of banking business. Especial services for all kinds of information 

regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 



































——oOhe Bank of Adelaide 


THE BANK OF ADELAIDE welcomes enquiries regarding business, commercial or 
personal, with Australia 
Banking business of all kinds transacted 


Principal Offices in Australia: Adelaide (Head Office), Brisbane, Melbourne, Perth, Sydney 
London Office: 11 LEADENHALL STREET, E.C.3 


(Incorporated, with limited liability, in Australia) 
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ZEITSCHRIFT 


fur das gesamte 


KREDITWESEN 


(THE JOURNAL OF FINANCE AND CREDITS) 


Editors: Erich Achterberg and Volkmar Muthesius 


Board of Associate Editors: 


Walter Hofmann, Frankfurter Bank, Chairman, Johann Lang, Manager of the Association of 
Frankfurt on Main German Co-operatives, Bonn 
Fritz Butschkau, President of the AsSociation of 


ec : 4 aN Clemens Plassmann, Rheinisch-Westtalische Bank, 
Saving Banks and Central Giro Institutions, . 


Dusseldort 
Dusseldort 
Eduard Christ, Westdeutsche Bodenkreditanstalt, Gunther Schmoelders, Protessor of Economics at 
Cologne the University of Cologne 
Kurt Forberg, Partner in C. G. Trinkaus a 
E: . , Kurt Tornier, Bayerische Hypotheken-und Wechsel- 
Dusseldorf 2 


Bank, Munich 


Gustav Klusak, Manager of the German Associa- 
tion of Agricultural Co-operatives Raiffeisen, Erich Trost, Manager of the Association of Berlin 
Bonn Banks and Bankers, Berlin 


The “Zeitschrift fur das gesamte Kreditwesen” is the leading 
financial and economic journal in Western Germany having 


international significance and circulation. 


It reaches all important banks, associations, public authorities, 
importers, exporters and business enterprises in all countries of the 
world, keeping them informed of trends and current facts in regard 


to money, banking and stock exchanges in Western Germany. 
Published twice monthly inGerman, Annual subscription DM 52.60, plus postage. 


To obtain a free specimen copy apply to 


VERLAG FRITZ KNAPP (Pab/ishers) 
FRANKFURT on MAIN) cermany 


























INVESTORS’ 
CHRONICLE 


1860-1954 





Britain's leading investment 
and financial weekly newspaper 
with by far the largest circulation 
of any weekly investment 
publication in the country 


EDITED BY HAROLD WINCOTT 


Price |/- weekly from all newsagents, or direct from the publisher at 
72, Coleman Street, London E.C.2 


Overseas readers can order through newsagents or obtain 
by direct subscription of 58/6 post free. 
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CHART 


and 


COMPASS 
FOR THE SOUTH-WEST PACIFIC 


To a large extent, the navigator’s success is dependent on the accuracy of his 
instruments and information. 

No less does this apply to the banker planning to meet the needs of customers 
having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at. over 850 points in Australia, New Zealand, Fiji, Papua and 
New Guinea. 


BANK OF NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 





HEAD OFFICE: SYDNEY, AUSTRALIA MAIN LONDON OFFICE: 
British and Foreign Department 29 Threadneedle Street, E.C.2 
Manager —R. J. Neal Blackwell D. J. M. Frazer, Manager 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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Not yet visited the new Nu-Swift 





VALUATIONS a Fire Protection Centre? Call when 
e ty you're next in the West End. You'll 
oO + y Pe be very welcome ! 
o G ee Nu-Swift Ltd., 25 Piccadilly, W.1. REGent 5724 
2,4 es 
& rs Valuers & ** & In Every Ship of the Royal Navy 
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THE CHARTERED 


COMPANY 


INSTITUTE 
ty EK R V Gg Cc |») OF SECRETARIES. 
1863-1954 DIRECTORS requiring the services 
Teens of CHARTERED SECRETARIES 
Company Registration Agents to fill secretarial and similar 


JORDAN & SONS, executive posts are invited to 


communicate with the Secretary 


memeene of the Institute, 14 NEW BRIDGE 
116 Chancery Lane, W.C.2 STREET, LONDON, E.C.4 
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THE 


HONGKONG AND SHANGHAI 
BANKING CORPORATION 


(INCORPORATED IN THE CoLony or Honc Kone) 
The Liability of Members is limited to the extent and in manner prescribed in Chapter 70 of the Laws of Hong Kong 











CAPITAL ISSUED AND FULLY PAID val oa $20,000,000 
RESERVE FUNDS STERLING ; £6,000,000 
RESERVE LIABILITY OF MEMBERS ts a $20,000,000 
Head Office - - - HONG KONG 
CHAIRMAN: C. BLAKER, M.C., E.D. CHIEF MANAGER: MICHAEL W. TURNER 
LONDON OFFICE - 9 GRACECHURCH STREET, E.C.3 
Lonpon Manacers - S.A. Gray, m.c., A. M. Duncan Wattace, H. A. MaBey, 0.B.E. 
Berme BRANCHES 
Rangoon Hong Kong Japan (cont.) Malaya (cont.) Philippines 
eylon Hong Kong Osaka ingapore oilo 
Colombo Kowloon Tokyo Singapore Manila 
China Mongkok Yokohama (Orchard Road) Siam 
* Shanghai India Malaya Sungei Patani Bangkok 
Diawa (Java) Bombay Cameron Highlands Teluk Anson United Kingdom 
Djakarta Calcutta poh North Borneo ondon 
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